
Page 1 of 30

https /lwww microsoft com/tnvestor/reports/ar2~/1ndex html# March 24 2026 

1■ Microsoft 

Satya Nadella 
Chairman and Chief Execut ive Officer 

Dear shareholders, 
colleagues, customers, and 
partners: 
Fifty years after our found ing, Microsoft is once again at the heart of a generat ional 

moment in technology as we find ourselves in the midst of the Al platform shift. 

More t han any t ransformation before it, this generation of Al is radical ly changing 

every layer of the tech stack, and we are changing with it. 

Across the company, we are accelerating our pace of innovation and adapting to both a new tech stack and a new way of working. We are 
delivering our current platforms at scale while building the next generation, always striving to create more value for our customers, our partners, 
and the world. 

Striking this balance is hard work, and few companies over the years have been able to do it To succeed, we must continue to think in decades 
but execute in quarters, approaching each day with the humility and curiosity requ ired to cont inuously improve, while being guided by our bold 
vision for the future. 

Financially, it was a year of record performance. Revenue was $281.7 billion, up 15 percent. Operating income grew 17 percent to $128.5 billion. 
And Azure surpassed $75 billion in revenue for the first time, up 34 percent. These results reflect the growing demand for our platform and the 
trust customers are placing in us. We take neither for granted. 

We must earn our permission to operate every day, in every country, every community, and every customer interaction. Thars why we remain 
grounded in our mission: to empower every person and every organization on the planet to achieve more. 

Imagine a world where every person can get help from a researcher, a coder, or an analyst on demand. Not just information, but deep, contextual 
expertise paired with action. Or where every organizat ion, no matter its size or sector, can reinvent employee experiences, reimagine customer 
engagement, reshape business processes, and bend the curve on innovation for their people, businesses, and industries. This is the new frontier 
and how we will unlock the next level of productivity and growth for the world. 
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tlut 1t 1s not some tar ott vismn-we are already seemg what's possible w hen Al reaches the trontlmes ot human potential, helping small 
businesses become more productive, multinationals more competitive, nonprofits more effective, governments more efficient, and improving 
healthcare and education outcomes. 

To share just a few examples across industries: Mercy, one of the largest health systems in the US, has saved caregivers over 100,000 hours by 
automatically documenting physician-patient encounters. As one physician put it: "the best thing to happen to my practice in 10 years." A 
grandmother in Japan. who lost her hearing at age two, can now communicate with her voice, thanks to an Al app. A j udge in Colombia is using 
Copilot to expedite due process and help tackle a backlog of cou rt cases. Barclays Bank is putting Al in the hands of 100,000 employees, 
transforming the employee experience by simplifying how they access information and get things done. Ralph Lauren is helping customers find 
the perfect look for any occasion, thanks to a new conversational shopp ing experience. Carvana has reduced inbound calls per sale by 45 
percent, freeing its staff to focus on complex,. high-value support. 

These examples, and so many others like them, are made possible by our clear focus on our priori ties, our responsibility, and our culture. 

OUR PRIORITIES 

To deliver on our mission, we remain focused on three core business p riorities as our North Star: security, qual ity, and Al innovation. 

Security and qual ity are non-negotiable. Our infrastructu re and services are mission critical for the world. This year, we made significant progress 
across both our Secure Future Initiative (SFI) and Quality Excellence Initiative (QEI), but we recognize our work here is never done. We must 
continuously raise the bar for ourselves and our customers. 

Security 

Through SFI, we have dedicated the equivalent of 34,000 full-t ime engineers to our highest-priority security work. We strengthened identity 
protections, secured our networks and systems, enhanced threat detection and response, and embedded secure-by-design pract ices across 
everything we build. 

Quality 

With QEI, we created frameworks that increase accountability and accelerate progress against our engineering objectives to ensure we del iver 
durable, high quality-experiences at g lobal scale. This includes improvements to change management, incident management, platform resi liency, 
and service health. 

Together, these initiatives are laying the foundation for a renaissance of our engineering culture, where we buil d planet -scale systems that power 
the world, with the security and quality they require. 

Al innovation 

At the same time, we have made major advances in Al innovation, including across two foundational areas: our Cloud and Al infrastructure, and 
our family of Copilots and agents. 

Our Cloud and Al infrastructure 

We continue to lead the Al infrastructure wave. We opened new datacenters across six continents and now operate more than 400 datacenters in 
70 regions, more than any other cloud provider. This year alone, we added over two gigawatts of new capacity. Every Azure region is now Al-first 
and can support liquid cooling, increasing the fungibi lity and the flexibil ity of our fleet. And just last month, we announced the world's most 
powerful Al datacenter, Fairwater in southeastern Wisconsin, which will deliver 10x the performance of the world's fastest supercomputer today. 

We are also driving and benefiting from compounding improvements in silicon, systems, and models to improve performance and efficiency. And 
we continue to invest in sovereign cloud offerings to meet the unique data residency needs of governments and industries worldwide. 

We have made meaningful progress on the next frontier in cloud systems: quantum. We announced Majorana-1, the first quantum chip with a 
topological core, and deployed the world's first operational Level 2 quantum computer in partnership with Atom Computing. 

In data and analytics, M icrosoft Fabric is becoming the unified platform for the Al era. It is now our fastest-growing analytics product ever, with 
25,000 paid cu stomers. Onelake spans all databases and clouds, including Power Bl semantic models, making it the best foundation for building 
enterprise Al applications. 

We also introduced Azure Al Foundry, a platform to design, customize, and run powerful Al apps and agents. Foundry includes access to more 
than 11,000 models from partners like OpenAI, Cohere, DeepSeek, M eta, Mistral, xAI, and others, ensuring our customers c.an choose from the 
best frontier and open models in one place. Already, 80 percent of the Fortune 500 use Foundry for their Al workloads. 

And this fall we introduced our first in-house models: MAl-1 preview, our first foundation model trained end-to-end in-house, as well as MAI­
Voice-1 for natu ral voice generation and MAl -lmage-1 for image generation. 

Copilots and agents 

Our Copilot family of products is helping people thrive at home, at school, and at work. This year, we surpassed 100 million monthly active users 
across both commercial and consumer. 

We rolled out a major update to Microsoft 365 Copilot this spring, bringing together chat. search, create, notebooks, and role-specific agents like 
Analyst and Researcher into a single experience. And earl ier this month, we announced Agent Mode, which allows you to start with a simple 
prompt and then work iteratively with Copilot-steering it as it orchest rates multistep tasks to deliver high-quality Office documents, 
spreadsheets, and presentations. 

Give Copilot a prompt like, • Run a full analysis on this sales data set. I want ro understand some imporranr insights ro help me make decisions 
about my business. Make i t visual." Agent Mode gets to work decid ing which formulas to use, producing new sheets, and creating data 
visualizations. It's pretty remarkable. 

Copilot Studio continues to g row as well, with more than 230,000 organ izations using it to extend M icrosoft 365 Cop ilot or to build their own 
agents using no-code/ low-code tools. 

In software development, GitHub Copilot now has more than 20 million users and has evolved into a peer programmer, capable of executing 
tasks on our behalf asynchronously. In healthcare, Dragon Cop ilot is being used to document millions of clinical encounters, saving precious time 
that healthcare providers can spend on patients, not paperwork. And in security, we were the first in the industry to introduce Al agents that help 
defenders autonomously manage high-volume security and IT tasks. 

On the consumer front, Copilot is now integrated across Bing, Edge, GroupMe, MSN, Windows, and Xbox. We also refreshed our Copilot 
consumer app this year as a more natural, conversational, and personal Al companion. One highlight is Copilot Mode in Edge, which lets you 
chat directly with your open tabs 

More broadly, we continue to expand our reach with consum ers. Linkedln is now home to 1.2 billion members, and we are bringing Al agents 
into the core work.flows of sales, hiring, and learning. And across gaming, we have 500 million monthly active users across platforms and devices. 

OUR RESPONSIBILITY 

At Microsoft, we have always believed that we do well when the world around us does well. We demonstrate this, year after year, by making 
prog ress on our commitments to create technology that benefits everyone on the planet, along with the planet itself. 

This means that as we drive the Al economy, we are also providing the skills and opportunities for everyone to participate in it. That's why we 
launched Microsoft Elevate this year, an initiative that un ites our technology, skills, research, and philanthropic investments, so Al can benefit 
every classroom, community, and cause. over the next five years, we wi ll invest S4 billion in cash and Al cloud technology to schools, community 
and technical colleges, and nonprofit o rganizations. And we will partner with o rganizations like UNICEF, Code.erg, and more to extend Al skilling 
opportunit ies to people around the globe. 

Our skilling initiatives will help 20 million people earn Al credentials over the next two years, from foundational fluency to advanced technical 
train ing. And to support our wort with deeper research and policy insights, our new Al Economy Institute will explore how Al is reshaping 
edu c.ation and work, helping us bridge the gap between technological innovation and societal impact. 

We are also focused on empowering teachers and students with the latest Al tools, making Microsoft 365 Copilot Personal free for 12 months for 
every college student in the United States. And we·re introducing new linked In courses for teachers and students, enabling them to earn 
Linked In certifications that will help boost their resumes and open doors. 

Across all of this, one thing is clear: People want technology they can trust. That's why we are committed to d riving responsib le Al innovation and 
build ing safe and secure technology. As we do, we are guided by our values of respect, integrity, and accountability. They are built into the 
design of our software and services, the security of our data, our privacy protections, and our engagement with employees, customers, suppliers, 
communities, and governments around the world. 

As a multinational company, we remain dedicated to creating j obs, promoting economic opportunities, and strengthening cybersecurity, digital 
stability, sovereignty, and resilience globally. In Europe, we announced five commitments to strengthen digital stability this year. They start with 
an expansion of ou r cloud and Al infrastructure, so every country can compete in the global economy. And they include a promise to uphold 
Europe's digital resilience regard less of geopol itical and t rade volatility. 

Responsible business practices are embedded across our operat ions and supply chain. Following the UN Guiding Principles on Business and 
Human Rights, we've strengthened ou r due d iligence processes, expanded stakeholder engagement, and launched new governance mechanisms 
to ensure accountability. Our second annual Responsible Al Transparency Report highlighted our work to build and deploy Al responsibly. This 
includes developing new Al tools and resources to help our customers innovate within evolving regulatory requirements. 

Another key component of earning trust is contribut ing to a safer online ecosystem, including protecting those who use our services from illegal 
and harmful content and conduct. We continue to take new steps to advance safety, especially for children, while balancing our commitments to 
free expression and privacy. Dver the past year, we·ve focused on addressing risks related to abusive Al-generated content and partnered with 
StopNCl l.org to detect victim-reported imagery in Bing. 

Our solutions, partnerships, and programs reach people and organizations of all abilit ies to help them thrive. More than 5 million people have 
participated in our Al Skilling programs focused on accessibility. We launched new technology to help people with disabilities play, work, and live 
- through an Adaptive Joyst ick for Xbox,. sign language detection in Teams, low-vision keyboards for Surface, and Al-powered visual descriptions 
in Windows. 

2025 also marked the midpoint in our journey to become a carbon negat ive, water positive, zero waste company, and to protect more land than 
we use. We are on track to meet many of ou r targets and continue to accelerate progress for others. 

Our renewable energy procurement increased from 1.8 gigawatts in 2020 to 34 gigawatts in 2024, and we contracted nearly 30 million metric 
tons of carbon removal-playing a pivotal role in scaling the carbon removal market. We provided more than 1.5 million people with clean water 
and sani tation and plan to replenish more than 100 million cubic meters of water around the world. We are getting closer to zero waste through 
new Circular Centers, which contribute to the reuse and recycling of nearly 91 percent of servers and components decommissioned from ou r 
datacenters. And we've reached nearly 95 percent recyclability in our product packaging. 
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We are learning how to make Al more sustainable by design and improve Al-powered solutio ns. Platforms like our Planetary Computer and our 
Al for Good Lab are helping us find new ways to address the world 's most pressing challenges. 

Making progress on these commitments takes time. But here, too-we are guided by a bold vision, thinking in d ecades and exe<uting in 
quarters. 

OUR CULTURE 

Amid this rapid progress, our cu lture is more important than ever. The Al p latform shift is reshaping not just our products and business models, 
but how we work. 

Our growth mindset is essent ial to our ability to continue leading this Al era. It enables us to innovate both w ithin Microsoft and wit h those we 
serve. We must be learn-it-alls, willing to experiment, guid ed by eva luations, and committed to continuous improvement. I am continually 
impressed by how our people do j ust that. 

We are focused on being Customer Zero, applying Al to reduce toi l and improve flow in our own work while creating a playbook we can share 
with the world. 

we·re also embracing a new way of working-one that expands job scopes, reduces handoffs, and gives teams tool s to scale productivity i n 
nonlinear ways. This isn't just about driving efficiency. It's about empowering our people to dream bigger and get to "job complete· faster, with 
less friction and greater impact than ever before. 

Ou r employees also continue to find ways to bring thei r purpose and passion to the causes and communiti es t hey care deeply abo ut. This year, 
they volu nteered over 1.2 million hours and gave S263 million {including company match) to 37,000 nonprofit organizations in 110 countries. 

In July, after we reported our earnings results- including su rpassing S75 billion in annual Azure revenue for the first t ime-I shared a reflection 
with all emp loyees. f ifteen years ago, when we set out on our cloud journey, we had a bold vision. and we persi sted through all the ups and 
downs. 

I asked our team: What are you working on today that 15 years from now, you will look back on and say, ·we got it right"? Hu ndreds of answers 
poured in spanning near-term priorities and long-t erm ambitions alike: 

"Helping the world be sate from cybercrime· 

·speech is now a standard human-machine interface· 

"Using Al to improve the lived experience for people with di5abilities· 

We changed the way people learn· 

"Access to millions of agents powered by orders of magnitude larger models" 

"Medical knowledge has become ambient, embedded in dinical wortflows· 

"We helped billions become skilled in Al" 

These responses and so many others reflected a deep sense of purpose and belief i n what's possible. And that is pre<isety what is needed for us 
to succeed. 

Microsoft has an immense opportunity and responsibility-not just in bu ilding these futures, but in helping shape the world's future. And I'm 
co nfident that together, we can continue to think in decades and execute in quarters o n this journey to empower us all. 

Satya Nadella 
Chairman and Chief Executive Officer 
October 15, 2025 

Financial Review 
ISSUER PURCHASES OF EQUITY SECURITIES, DIVIDENDS, AND STOCK PERFORMANCE 

MARKET AND STOCKHOLDERS 

Our common stock is traded on the NASDAQ Stock Market under t he symbol MSFT. On July 24, 2025, there were 77,014 registered holders of 
re<ord o f our common stock. 

SHARE REPURCHASES AND DJYIDENDS 

Share Repurchases 

On September 14, 2021, our Board of Directors approved a share repurchase program authorizing up to S60.0 billion in share repurchases. This 
share repurchase program commenced in November 2021 and was comp leted in April 2025. 

On September 16, 2024, our Board of Directors approved a share repu rchase program authorizing up to S60.0 billion in share repu rchases. This 
share repurchase program commenced in April 2025, following completion of the prog ram approved on September 14, 2021, has no expiration 
date, and may be terminated at any t ime. A.s of Ju ne 30, 2025, $57.3 bi llion remained of th is S60.0 billion share repurchase program. 

We repurchased the following shares of common stock und er t he share repurchase prog rams: 

(ln millions) 

Year Ended June 30. 

First Quarter 

Second Quarter 

Third Quarter 

fourth Quarter 

Total 

Shares 

31 

Amoorn Shares 

2025 

2,800 11 

3,500 

3,500 

3,200 

13,000 32 

Amoorn Shares Amount 

2024 2023 

3,560 17 4,600 

2,800 20 4,600 

2,800 18 4,600 

2,800 14 4,600 

11,960 69 18,400 

All repurchases were made using cash resources. Shares repurchased during the fourth quarter of fiscal year 2025 were under the share 
repurchase programs approved on September 14, 2021 and September 16, 2024. All other shares repurchased were under the share repurchase 
program approved on September 14, 2021 . The above table excludes shares repurchased to settle employee tax withholding related to the 
vesti ng of stock awards of S5.4 billion, S5.3 billion, and S3.B billion for fiscal years 2025, 2024, and 2023, respectively. 

Dividends 

Our Board of Dire<t ors declared the following dividends: 

Dividend 
Declaration Date Record Date Payment Date Per Share Amourn 

FiSGII Year 2025 (In millions) 

September 16, 2024 November 21, 2024 December 12, 2024 0.83 6,170 

December 3, 2024 February 20, 2025 March 13, 2025 0.83 6,169 

March 11, 2025 May 15, 2025 Ju ne 12. 2025 0.83 6,169 

June 10, 2025 August 21, 2025 September 11, 2025 0.83 6,170 

Total 3.32 24,678 

FiSGII Year 2024 

September 19, 2023 November 16, 2023 December 14, 2023 0.75 5,574 

November 28, 2023 February 15, 2024 March 14, 2024 0.75 5,573 

March 12, 2024 May 16, 2024 Ju ne 13, 2024 0.75 5,574 

June 12, 2024 August 15, 2024 September 12, 2024 0.75 5,574 

Total 3.00 22,295 

The dividend declared on June 10, 2025 was included in other current liabilities as of June 30, 2025. 

STOCK PERFORMANCE 

COMPARISON Of 5 YEAR CUMULATIVE TOTAL RETURN* 
Among M icrosoft Corporation, the S&P 500 !ndex and the NASDAQ Computer Index 

"" ] -o-Ml«Moft Co,po,,doo 
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.. .., 
6/20 6/21 6/22 6/23 6/24 6/25 

Microsoft Corporation 100.00 134.41 128.48 172.01 227.51 255.13 

S&P 500 100.00 140.79 125.85 150.51 187.47 215.89 

NASDAQ Computer 100.00 150.44 117.59 154.73 223.97 254.97 

• S100 invested on 6/30/20 in stock or index, including reinvestment of d ividends. Fiscal year ending June 30. 

Business 
Note About Forward-Looking Statements 

This report indudes estimates, projections, statements relating to our business plans, objectives, and expected operating results that are 
"forward-looking statements" within the meaning of the Private Securities litigation Reform Act of 1995, Section 27 A of the Securit ies Act of 
1933, and Section 21E of the Securities Exchange Act of 1934. forward-looking statements may appear throughout this report. including the 
following sections: "Business·, and "Management's Discussion and Analysis of Financial Condition and Results of Operations·. These forward­
looking statements generally are identified by the words -believe,- · project· ·expect,· · anticipate; ·estimate; "intend," ·strategy; "future; 
·opportunity," "plan," ·may; · should," "will," · would," "will be," "will continue," "will likely result." and similar expressions. Forward-looking 
statements are based on current expectations and assumptions that are subject to risks and uncertaint ies that may cause actual results to differ 
materially. We describe risks and uncertainties that could cause actual results and events to differ materially in · Risk Factors.· · Management's 
Discussion and Analysis of Financial Condition and Results of Operations," and "Quantitative and Qualit ative Disclosures About Mark.et Risk" in 
our fiscal year 2025 Form 10 -K. Readers are caut ioned not to place undue reliance on forward-looking statements, which speak only as of the 
date they are made. We undertake no obligation to update or revise publicly any forward-looking statements, whether because of new 
information, future events, o r otherwise. 

Microsoft is a technology company committed to making digi tal technology and artificial intelligence ("Al") available broadly and doing so 
responsibly. Our mission is to empower every person and every organization on the planet to achieve more. 

We develop and support a broad portfolio of technology solutions for individuals and businesses, focusing on secure, trusted, and innovative 
platforms and tools that meet evolving customer needs across cloud computing, productivity and collaboration, and personal computing. We 
strive to create opportunity, growth, and impact in every country around the world. 

Al is fundamentally transforming productivity for every individual, organization, and industry. Microsoft's Al offerings span every layer of the 
technology stack, enabling transformative outcomes across sectors and unlocking opportunity for every country, community, and individual. 

We believe Al shou ld be as empowering as it is powerful, and we're commi tted to designing and deploying Al responsibly with safety and 
security from the outset 

What We Offer 

Founded in 1975, we develop and support software, services, devices, and solutions that deliver new value for customers and help people and 
businesses realize their full potential. 

We offer an array of services, including cloud-based solutions that provide customers with software, services, platforms, and content and we 
provide solution support and consulting services. We also deliver relevant online advertising to a global audience. 

Our products include operat ing systems, cross-device productivity and collaboration applications, server applications. business solution 
applications, desktop and server management tools, software development tools, and video games. We also design and sell devices, including 
PCs, tablets, gaming and entertainment consoles, other intelligent devices, and related accessories. 

Digital transformation and adoption of Al continues to revolutionize more business workstreams for organizations in every sector across the 
globe. For enterprises, digital technology empowers employees, optimizes operations, engages customers, and in some cases, changes the very 
core of products and services. 

The Microsoft Cloud provides integration across the technology stack white offering openness, improving time to value, reducing costs, and 
increasing agility. Our cloud business benefits from three economies of scale: datacenters that deploy computational resources at significantly 
lower cost per unit than smaller ones; datacenters that coordinate and aggregate diverse customer, geographic, and application demand 
patterns, improving the utilization of computing, storage, and network. resources: and multi-tenancy locations that lower application 
maintenance labor costs. 

We prioritize security above all else and we offer our customers integrated Al-driven products addressing security, compliance, identity, 
management, and privacy across customers· multi-cloud, application, and device assets. 

The Ambitions That Drive Us 

To achieve our vision, our research and development efforts focus on three interconnected ambitions: 

• Reinvent productivity and business processes to help organizations and individuals work and collaborate more securely and efficiently. 

• Build the intelligent cloud and intelligent edge platform to provide a foundation for our customers' d igital workloads including hybrid 
consistency, developer productivity, data and Al capabilities, and trusted security and compliance. 

• Create more personal computing to enable users to interact with technology in more intuitive, engaging, and dynamic ways. 

Our Future Opportunity 

We are focused on helping customers use the breadth and depth of the Microsoft Cloud to get the most value out of their digital spend while 
leading the Al platform wave across our solution areas. We continue to develop complete, intelligent solu tions for our customers that empower 
people to be productive and collaborate, while safeguarding businesses and simpl ifying IT management Our goal is to lead the industry in 
several distinct areas of technology over the long term, which we expect will t ranslate to sustained growth. We are investing significant resources 
in: 

• Transforming the workplace to deliver new, modern, modular business applications, drive deeper insights, and improve how people 
communicate, collaborate, learn, work, and interact with one anot her. 

• Building and running cloud-based services in ways that utilize ubiquitous computing to unleash new experiences and opportunities for 
businesses and individuals. 

• Applying Al and ambient intelligence to d rive Insights, revolution ize many types of work and business processes, and provide substantive 
productivity gains using Microsoft 365 Copilot and agents. 

• Providing training on generative Al and g reater access to digital learning and resources through skilling programs and in itiatives, grants, 
and Linkedln learning pathways. 

Inventing new gaming experiences that bring people together around their shared love for games on any device and pushing the 
boundaries of innovation with console and PC gaming. 

Leveraging Windows to fuel our cloud business, grow our share of the PC market and drive increased engagement with our services like 
Microsoft Edge, Bing, Copilot Microsoft Teams, Microsoft 365 Consumer, Xbox Game Pass, and more. 

• Tackling security from all angles with ou r integrated, end-to-end solutions spanning security, compliance, identity, and management 
across all clouds and platforms. 

Our future growth depends on our ability to t ranscend current product category definitions, business models, and sales motions. 

Commitment t o Sustainability 

Microsoft is committed to sustainability and our approach to addressing climate change starts with the sustainability o f our own business. In 
2020, we announced goals to become a carbon negative, water posi tive, and zero waste company by 2030. Since announcing these goals, we 
have made meaningful progress while having seen major changes in both the technology sector and in our understanding of what it will take to 
meet ou r goals. Progress toward these goals can be found in our annual Environmental Sustainabi lity Report. 

OPERATING SEGMENTS 
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We operate our business and report our financial performance using three segments: Productivity and Business Processes, Intelligent Cloud, and 
More Personal Computing. Our segments provide management with a comprehensive financial view of our key businesses. The segments enable 
the alignment of strategies and objectives across the development, sales, marketing, and services organizations, and they provide a f ramework 
for timely and rational allocation o f resources within businesses. 

In August 2024, we announced changes to the composition of our segments. These changes align our segments with how we currently manage 
our business, most notably bringing the commercial components of Microsoft 36S together in the Productivity and Business Processes segment 
Beginning in fiscal year 202S, the information that our chief operating decision maker is regularly provided and reviews for purposes of allocating 
resources and assessing performance reflects these segment changes. 

Additional information on our operating segments and geographic and product information is contained in Note 18 - Segment Informat ion and 
Geographic Data of the Notes t o Financial Statements. 

Our reportable segments are described below. 

Productivity and Business Processes 

Our Productivity and Business Processes segment consists of products and services in our portfolio of productivity, communication, and 
information services, spanning a variety of devices and p latforms. This segment primarily comprises: 

• Microsoft 36S Commercial p roducts and cloud services, including Microsoft 36S Commercial cloud, comprising Microsoft 36S 
Commercial, Enterprise Mobility+ Security, the cloud portion of Windows Commercial, the per-user portion of Power Bl, Exchange, 
SharePoint, Microsoft Teams. Microsoft 36S Security and Compliance, and Microsoft 36S Copilot; and Microsoft 365 Commercial products, 
comprising Windows Commercial on-premises and Office licensed on-premises. 

• Microsoft 365 Consumer products and doud services, including Microsoft 365 Consumer subscriptions, Office licensed on-premises, and 
other consumer services. 

• Linkedln, including Talent Solutions, Marketing Solutions, Premium Subscriptions, and Sales Solutions. 

• Dynamics products and cloud services, including Dynamics 365, comprising a set of intelligent, cloud-based applicat ions across ERP, 
CRM, Power Apps, and Power Automate; and on -premises ERP and CRM applications. 

Microsoft 365 Commerciaf Products and Cloud Services 

Microsoft 365 Commercial is an Al-powered business and productivity soluti ons platform that brings together Office, Windows, Microsoft 365 
Copilot, and Enterprise Mobility + Security to help organizations empower their employees. Growth depends on our ab ility to reach new users in 
new markets such as frontline workers, small and medium businesses, and g rowth markets, as well as add Al -enabled tools, features, and agentic 
scenarios to ou r core product and service offerings across communication, collaboration, analytics, security, compl iance, and other Al business 
productivity categories. Microsoft 365 Commercial revenue is mainly affected by a combination of continued installed base growth and average 
revenue per user expansion, as well as the cont inued shift from Office licensed on-premises to Microsoft 365. 

Microsoft 365 Consumer Products and Cloud Services 

Microsoft 365 Consumer is designed to increase personal productivity and creativity through a range of products and services. Growth depends 
on our ability to reach new users, add value to our core product set with new features includ ing Al tools, and continue to expand our product 
and service offerings into new markets. Microsoft 365 Consumer cloud revenue and Office Consumer products revenue is mainly affected by the 
percentage of customers that buy Office with thei r new devices and the continued shift from Office licensed on-premises to Microsoft 365 
Consumer subscrip tions. Microsoft 365 Consumer cloud revenue is also affected by the demand for communication and storage through 
Outlook.com and OneDrive, which is largely driven by subscriptions and advertising. 

Linkedln 

linked In connects the world's professionals to make them more productive and successful and transforms the way companies hire, market, sell, 
and learn. In addition to Linkedln"s free services, linked In offers monetized solutions designed to offer Al-enabled insights and productivity: 
Talent Solutions, Marketing Solutions, Premium Subscriptions. and Sales Solutions. Growth will depend on our ability to increase linkedln 
member engagement on the platform and our abi lity t o continue offering insight and Al-enabled services that provide value for our members 
and customers. Linkedln revenue is mainly affected by demand from enterprises and professionals for subscriptions to Talent Solutions, Sales 
Solutions, and Premium Subscriptions offerings, as well as member engagement and the quality of the sponsored content delivered to those 
members to drive Marketing Solutions. 

Dynamics Products and Cloud SeFVices 

Dynamics provides cloud-based and on-premises business solutions for financial management, enterprise resource planning {"ERPl , customer 
relationship management ("CRM"), and supply chain management, as well as agentic Al and other low code application development platforms, 
for small and medium businesses, large organizat ions, and divi sions o f g lobal enterprises. Dynamics revenue is driven by the number of users 
licensed and applicat ions consumed, expansion of average revenue per user, and the continued shift to Dynamics 365, a unified set of cloud­
based intelligent bu siness applications, including our low code development platforms, such as Power Apps and Power Automate. 

Competition 

Competitors to Office include software and global appl ication vendors, web-based and mobile application companies, Al-first appl ication 
companies, as well as local application developers. We compete by providing secure, integrated industry-specific, and easy-to-use productivity 
and collaboration tools and services that create comprehensive solutions and work well with techno logies our customers already have both on­
premises or in the cloud. 

Windows faces competition from various software products and from alternative p latforms and devices. Microsoft Defender for Endpoint 
competes with endpoint security solution providers. 

Our Enterprise Mobility+ Security offerings compete with products from a range of competitors including identity vendors, security solution 
vendors, and numerous other security !X)int solution vendors. 

Linkedln faces competition from online professional networks; recruiting, talent management, and human resource services companies;job 
boards; companies that provide learning and development products and services; online and otfline outlets that generate revenue from 
advertisers and marketers: and online and offline outlets for companies with lead generat ion and customer intelligence and insights. 

Dynamics competes with cloud-based and on-premises business solution prov iders. 

Intelligent Cloud 

Our Intelligent Cloud segment consists of our public, private, and hybrid server products and cloud services that power modern business and 
developers. Th is segment primarily comprises: 

• Server products and cloud services, including Azure and other cloud services, comprising cloud and Al consumption-based services, 
GitHub cloud services, Nuance Healthcare cloud services, virtual desktop offerings, and other cloud services; and Server products, 
comprising SOL Server, Windows Server, Visual Studio, System Center, related Client Access Licenses {"CALsl, and other on -premises 
offerings. 

• Enterprise and partner services, including Enterprise Support Services, Industry Solutions, Nuance professional services, Microsoft Partner 
Network, and Learning Experience. 

SeFVer Products and Cloud SeFVices 

Azu re is a comprehensive set of cloud services that offer developers, IT professionals, and enterprises freedom to bui ld, deploy, and manage 
applications on any platform o r device. Customers can use Azure through our global network of datacenters for computing, networking, storage, 
mobile and web applicati on services. Al, Internet of Things. cognitive services. and machine learning. Azure enables customers to devote more 
resources to development and use of applications that benefit their organizat ions, rather than managing on-premises hardware and software. 
Azure revenue is mainly affected by infrastructure-as-a-service and platform-as-a-service consumption-based services. 

Azure Al offerings provide a competitive advantage as companies seek ways to optimize and scale their business with Al. We offer 
supercomputing power for Al at scale to run large workloads, complemented by our rapidly expanding portfolio of Al cloud services (including 
the latest models) and hardware, which includes custom-bu ilt silicon and strong partnerships with ch ip manufacturers. Azure Al Foundry is a 
unified platform for developers to design, customize, and manage Al applications and agents. 

Our server products are designed to make IT professionals, developers, and their systems more productive and efficient. Server software is 
integrated server infrastructure and middleware designed to support software appl ications built on the Windows Server operating system. This 
includes the server p latform, database, business intelligence, storage, management and operations, virtualization, service-oriented architecture 
platform, security, and identity software. We also license standalone and software development lifecycle tools for software architects, developers, 
testers, and project managers. Server p roducts revenue is mainly affected by purchases through volume licensing programs, licenses sold to 
OEMs, and retail packaged products. CALs provide access rights to certain server products, including SOL Server and Windows Server, and 
revenue is reported along with the associated server product. 

GitHub and Nuance Healthcare include both cloud and on-premises offerings. GitHub p rovides a collaboration platform for developers to 
manage code and incorporate Al and agent-based tools across the software development lifecycle. Nuance Healthcare provides Al solutions to 
the healthcare industry. 

Enterprise and Partner Services 

Enterprise and partner services, including Enterprise Support Services, Industry Solutions, Nuance professional services, Microsoft Partner 
Network, and Leaming Experience, assist customers in developing, deploying, and managing Microsoft server solutions, Microsoft desktop 
solutions, and Nuance conversational Al and ambient intelligent solutions, along with providing training and certification to developers and IT 
professionals on various Microsoft products. 

Competition 

Azu re faces diverse competition from cloud service providers and open source offerings. Azure·s competitive advantage includes enabling a 
hybrid cloud, allowing deployment of existing datacenters with our public cloud into a single, cohesive infrastructure, and the ability to run at a 
scale that meets the needs of businesses of all sizes and complexities. Our Al offerings compete with Al products from hyperscalers, as well as 
products from other emerging competitors and other open source offerings, many of which are also current o r potential partners. Our Azure 
Security offerings include our cloud security solut ion and security inform.ition and event management solution, which compete with providers in 
the cybersecurity and cloud security space. We believe our cloud"s global scale, coupled with our broad portfolio of identi ty and serurity 
solutions, allows us to effectively solve complex cybersecurity challenges for our customers and differentiates us from the competition. 
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We compete to provide enterprise-wide computing and point solutions w ith numerous commercial software vendors that offer solutions and 
middleware technology platforms, software applications for connectivity, serurity, hosting, database, and e-business servers. 

Our data!Mse, business intelligence, and data warehousing solutions offerings compete with products from providers in the data and analytics 
industry. Our system management solutions compete with server management and server vi rtualization platform providers. Our products fo r 
software developers compete against offerings from major technology providers, as well as open source alternatives. 

We believe our server products provide rustomers with advantages in performance, tota l costs of ownership, and productivity by delivering 
superior applications, development tools, compatibi lity with a broad base of hardware and software applications, security, and manageability. 

Our Enterprise and partner services business competes with a wide range of companies that provide strategy and business planning, application 
development. and infrastructure services, including multinational consulting firms and small niche businesses focused on specific technologies. 

More Personal Computing 

Our More Personal Computing segment consists of products and services that put customers at the center of the experience with our 
technology. This segment primarily comprises: 

• Windows and Devices, including Windows OEM licensing (Windows Pro and non-Pro licenses sold through the OEM channel) and 
Devices, comprising Su rface and PC accessories. 

• Gaming, including Xbox hardware and Xbox content and services, comprising first- and third-party content (including games and in­
game content), Xbox Game Pass and other subscriptions, Xbox Cloud Gaming, advertising, and other cloud services. 

• Search and news advertising, comprising Bing and Copilot, Microsoft News, Microsoft Edge, and third-party affi liates. 

Windows and Devices 

The Windows operating system is designed to deliver a more personal computing experience for users by enabling consistency o f experience, 
applications, and information across their devices. Windows OEM revenue is impacted significantly by the number of Windows operating system 
licenses purchased by OEMs, which they pre-install on the devices they sell. In addition t o computing device m arket volume, Windows OEM 
revenue is impacted by: 

• The mix of computing devices based on form factor and screen size. 

• Differences in device market demand between developed markets and growth markets. 

• Growth of the Al PC category. 

• Attachment of Windows to devices shipped. 

• Customer mix between consumer, small and medium businesses, and large enterprises. 

• Changes in inventory levels in the OEM channel. 

• Pricing changes and promotions, pricing variation that occurs when the mix of devices manufactured shifts from local and regional 
system bui lders to large multinational OEMs, and different pricing of Windows versions licensed. 

• Constraints in the supply chain of device components. 

• Piracy. 

We design and sell devices, such as Surface {including Copil ot+ PCs) and PC accessories. Our devices are designed to enable people and 
organizations to connect to the people and content that matter most using Windows and integrated Microsoft products and services. Surface is 
designed to help organizations, students, and consumers be more productive. Growth in Devices is dependent on total PC shipments, the ability 
to attract new customers, our product roadmap, and expanding into new categories. 

Gaming 

Microsoft is expanding how billions of people globally access and play video games on PC, console, mobile, and cloud. Our game content is 
developed through a collection of first-party studios creating iconic and differentiated gaming experiences. We continue to invest in gaming 
studios and content to expand our intellectual property roadmap and leverage new content creators. These unique gaming experiences are the 
cornerstone of Xbox Game Pass, a subscription service and gaming community with access to a curated library of firs1- and thi rd -party titles. 

The gamer remains at the heart of the Xbox ecosystem. We are identifying new opportunities to attract gamers across a variety of different end 
points through our first- and third-party content and business diversification across subscriptions, ads, and digital stores. We"ve seen new devices 
from third-party manufacturers along with key PC and mobile end points that help us empower gamers to play in a way that is mos1 convenient 
to them. We are focused on growing the platform and expanding to new ecosystems to engage as many gamers as possible. 

Xbox enables people to connect and share online gaming experiences that are accessible on Xbox consoles, Windows-enabled devices, and other 
devices. Xbox is designed to benefit users by providing access to a network of certified applications and services and to benefit our developer 
and partner ecosystems by providing access to a large customer base. Xbox revenue is mainly affected by subscriptions and sa les of first- and 
third-party content, as welt as advertising. Growth of our Gaming business is detennined by the overall active user base through Xbox enabled 
content. availability of games, providing exclusive game content that gamers seek, the computational power and reliability of the devices used to 
access our content and services, and the ability to create new experiences. 

Search and News Advertising 

Our Search and news advertising business is designed to deliver relevant search, native, and display advertising to a global audience. Microsoft 
Copilot is a digital companion designed to inform, entertain, and inspire. Our M icrosoft Edge browser and Bing search engine with Copilot are 
key tools to enable user acquisition and engagement, while our technology platform enables accelerated delivery of digital ad vertising solutions. 
In addition to first-party tools, we have several partnerships with companies th rough which we provide and monetize search offerings. Growth 
depends on our abi lity to attract new users, understand Intent. and match intent with relevant content on advertising offerings. 

Competition 

Windows faces competition from various software products and from alternative p latforms and devices. We believe Windows competes 
effectively by giving rustomers choice, value, flexibility, security, an easy-to-use interface, and compatibil ity with a broad range of hardware and 
software applications, including those that enable productivity. 

Devices face competition from various computer, tablet, and hardware manufactu rers who offer a unique combination of high-quality industrial 
design and innovative technologies across various price points. Many of these manufacturers are also rurrent or potential partners and 
customers, including our Windows OEMs. 

Xbox and our cloud gaming services face competition from various onl ine gaming ecosystems and game streaming services. We also compete 
with other providers of entertainment services such as video streaming platforms. Our gaming platform competes with other console platforms. 
We believe our gaming platform is effectively positioned against, and uniquely d ifferentiated from, competitive products and services based on 
significant innovation in hardware architecture, user interface, developer tools, online gaming and entertainment services, and continued strong 
content from our own first-party game franchises as well as other d igital content offerings. 

Our Search and news advertising business competes with search engines-, and a wide array of websites, social platfonns, and portals that provide 
content and online offerings to end users. 

HUMAN CAPITAL RESOURCES 

As of June 30, 2025, we employed approximately 228,000 people on a full-time basis, 125,000 in the U.S. and 103,000 internationally. Of the total 
employees, 89,000 were in operations, induding product support and consulting services, datacenter operations, and manufacturing and 
distribution; 80,000 were in product research and development; 44,000 were in sales and marketing; and 15,000 were in general and 
admini stration. Certain employees are subject to collective bargaining ag reements. 

We design our programs to attract, reward, and retain top talent while fostering continuous employee development and reinforcing our 
organizational cultu re and values. Our total compensation offering is both highly differentiated and competitive within the market. and we also 
monitor pay equity across multiple d imensions. We have invested significantly in employee wellbeing and offer a differentiated benefits package 
which includes many physical, emotional, and financial wellness programs. We also provide access to continuous learning through a wide range 
of internal and external content, supporting professional g rowth across roles and d iscipli nes. Through our employee listening systems, we gather 
direct feedback from our workforce, enabling us to adapt our programs and address employee needs globally with real -time insights. 
Additionally, our culture prioritizes the security of both our customers and Microsoft, embedding this responsibility across all teams and 
functions. 

~ 

We have regional operations service centers in the Americas, Asia Pacific, Europe, and the Middle East that support our business operations, 
including customer contract and order processing, billing, credit and collections, customer lifecycle Al and cloud operations, and vendor 
management and logistics. 

In addition to ou r operations centers, we also operate datacenters throughout each of these regions. We continue to align our datacenter 
locations and server capacity to meet the evolving needs of our customers, partirularly given the growing demand for Al services. Our 
datacenters depend on the availability of permitted and bui ldable land, predictable energy, networking suppl ies, and servers, including graphics 
processing units ("GPUs") and other components. 

We engage third-party manufacturers to produce ou r devices and have implemented measures to enhance supply chain efficiency and resilience, 
including the ability to relocate production geographically. 

There are few qualified suppliers for certain components of our servers and devices. Extended or unforeseen disruptions at these suppliers could 
impact our abi lity to operate our datacenters and manufacture devices on time to meet consumer demand. 

RESEARCH AND DEVELOPMENT 

Product and Service Development 

Our success is based on our ability to create new and compelling products, services, and experiences for our users. initiate and embrace 
disruptive technology trends, enter new geographic and product markets, and drive broad adoption of our products and services. We make 
significant investments in research and development for new and existing products, services, and technologies, including tools and platforms 
spanning digital work and life experiences, cloud computing, Al , devices, security, and operating systems. 
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differentiation and closer technical control over our products and services. It also g ives us the freedom to decide which modifications and 
enhancements are most important and when they should be implemented. We strive to obtain information as earty as possible about changing 
usage patterns and hard ware advances that may affect software and hardware design. Before releasing new software platforms, and as we make 
significant modifications to existing platforms, we provide appli cation vendors with a range of resources and guidelines for development. 
training, and testing. 

We plan to continue to make significant investments in a broad range of product research and development activities, and as appropriate, we will 
coordinate our research and development across operat ing segments and leverage the results across the company. This includes continuing to 
support fundamental research, which provides us with a unique perspective on future t rends and contributes to our innovat ion . 

Intellectual Property 

We protect our intellectual property investments in a variety of ways. We work actively in the U.S. and internationally to ensure the enforcement 
of copyright, patent, t rademark, trade secret, and other protections that apply to our software and hardware products, services, business plans, 
and branding. Whil e we employ much of our internally-developed intellectual property in our products and services, we also engage in outbound 
licensing of specific patented technologies that are incorporated into licensees· products. From time to t ime, we enter into broader cross-license 
agreements with other technology companies covering entire g roups of patents. We may also purchase or license technology that we 
incorporate into our p roducts and services. At times, we make select intellectual p roperty broadly available at no or low cost to achieve a 
strategic objective, such as promoting industry standards, advancing interoperability, supporting societal and/or environmental efforts, or 
attracting and enabling our external development community. Our engagement with open source software also causes us to license our 
intellectual property rights broadly in certain situations. 

While it may be necessary in the future to seek or renew licenses relating to various aspects of our products and services, we believe, based upon 
past experience and industry practice, such licenses generally can be obtained on commercially reasonable terms. We believe our continuing 
research and product development are not materially dependent on any single license or other agreement with a third-party relating to the 
development of ou r products. 

~ -~ - ANO MARKETING 

Our customers include individual consumers, small and medium organizations, large global enterprises, public-sector institutions, service 
providers, application developers, and OE Ms. We market and distribute our products and services through the following channels: d irect, 
distributors and resellers, and OEMs. Our sales organization performs a variety of functions, including working d irectly with commercial 
enterprises and public-sector organizations worldwide to identify and meet their technology and d igital transformation requirements; supporting 
system integrators, independent software vendors, and other partners who engage d irectly with our customers to perform sales, consulting, and 
fulfillment funct ions for our products and services; and managing OEM relationships. 

Direct 

Many organizations that license our products and services transact directly with us through Enterprise Agreements and Enterprise Se,vices 
contracts, with sales support from system integrators, independent software vendors, web agencies, and partners that advise organizations on 
licensing our products and services ("Enterprise Agreement Software Advisors· or "ESA"). Microsoft offers direct sales programs targeted to reach 
small, med ium, and corporate customers, in addition to those offered through the reseller channel. A large network of partner advisors support 
many of these sales. 

We also sell commercial and consumer products and services d irectly to customers. such as cloud se,vices, search, and gaming, through our 
digital marketplaces and online stores. Add it ionally, our Microsoft Experience Centers are designed to facilitate deeper engagement with our 
partners and customers across industries. 

Distributors and Resellers 

Organizations also license our products and se,vices indirectly, primarily 1h rough licensing solution partners {"LSP"), distributors, value-added 
resellers {-VAR"), and retailers. Although each type of reselli ng partner may reach organizations of all sizes, LSPs are primarily engaged with large 
organizations, distributors resell primarily t o VARs, and VARs typically reach small and medium organizations. ESAs are also typically authorized 
as LSPs and operate as resellers for our other volume licensing programs.. Microsoft Cloud Solut ion Provider is our main partner program for 
reselling cloud services. 

We distribute our retail packaged products primarily through indep endent non-exclusive distributors, authorized replicators, resellers, and retail 
outlets. Individual consumers obtain these p roducts primarily through retail outl ets. We d istribute our devices through third-party retailers. We 
have a network of field sales representatives and field support personnel that solicit orders from distributors and resellers and provide product 
training and sales support. 

Our Dynamics business solutions are also licensed to enterprises through a global network of channel partners providing vertical solutions and 
specialized se,vices. 

OEMs 

We distribute our products and services through OE Ms that pre-install ou r software on new devices and se,vers they sell. The largest component 
of the OEM business is the Windows op erating system pre-installed on devices. OEMs also sell devices pre-installed with other Microsoft 
products and services, including applications such as Office and the capabilit y to subscrib e t o Microsoft 365 Consumer. 

There are two broad categories of OEMs. The largest category of OEMs are direct OEMs as our relationship with them is managed through a 
direct agreement between Microsoft and the OEM. We have distribution agreements covering one or more of our products with virtually all the 
multinational OEMs, including Dell, Hewlett-Packard, Lenovo, and with m any regional and local OEMs. The second broad category of OEMs are 
system builders consisting of lower-volume PC manufacturers, which sou rce Microsoft software for pre-installation and local redistribution 
primarily through the M icrosoft distribu tor channel rather than through a direct agreement or relationship with Microsoft 

\ ICENSING OPTIONS 

We offer options for organizations of varying sizes that want to purchase our cloud services and on-premises software. We license these 
organizations under volume licensing agreements to allow the customer to acquire multiple l icenses of products and services instead of having 
to acquire separate licenses through retail channels. These volume licensing programs have varying programmatic requi rements and benefits to 
best meet the needs of our customers. 

Software Assurance ("SA") conveys rights to new software and upgrades for perpetual licenses released over the contract period. It also provides 
support, tools, training, and other licensing benefits to help customers deploy and use software efficiently. SA is required to be purchased with 
certain volume licensing agreements and is an optional purchase with others. 

Volume Licensing Programs 

Enterprise Agreement 

Enterprise Agreements offer large organizations a manageable volume licensing program that gives them the flexibility to buy cloud services and 
software licenses under one agreement. Enterprise Agreements are designed for medium o r large organizations that want to license Microsoft 
products and services organization-wide over a three-year period. Organizations can elect to purchase perpetual licenses (covered with SA) 
and/or subscribe to cloud services. 

Microsoft Customer Agreement 

Microsoft Customer Agreements are simplified purchase agreements presented, accepted, and stored through a digit al experience. Microsoft 
Customer Agreements are non-exp iring agreements that are designed to support all customers over time, whether purchasing through a partner 
or directly from Microsoft. 

Microsoft Online Subscription Agreement 

Microsoft Online Subscription Agreements are designed for small and medium organizations that want to subscribe to, activate, provision, and 
maintain cloud services seamlessly and directly via the web. These agreements allow customers to acquire monthly or annual subscripti ons for 
cloud-based services. 

Microsoft Products and Services Agreement 

Microsoft Products and Services Agreements are designed for medium and large organizations that want to license cloud services and on­
premises software as needed, with no organization-wide commitment. under a single, non-expiring agreement. Organizations pu rchase 
perpetual licenses o r subscribe to licenses. SA is optional for customers that purchase perpetual l icenses. 

Open Value 

Open Value agreements are a simple, cost-effective way to acquire the latest Microsoft technology. These agreements are designed for small and 
medium organizations that want to license cloud services and on-premises software over a three-year period. Under Open Value agreements, 
organizations can elect to purchase perpetual licenses or subscribe to licenses and SA is included. 

Select Plus 

A Select Plus agreement is designed for government and academic organizations to acquire on-premises licenses at any affiliate or department 
level, while realizing advantages as one organization. Organizations purchase perpetual l icenses and SA i s optional. 

Partner Programs 

The Microsoft Cloud Solution Provider Program offers customers an easy way to license the cloud seivices they need in combination with the 
value-added services offered by their systems integrator, managed services provider, or cloud reseller partner. Partners in this program can easi ly 
package their own products and se,vices to directly provision, manage, and support their customer subscriptions. 

The Microsoft Services Provider License Agreement allows hosting service providers and independent software vendors who want to license 
eligible Microsoft software products to provide hosted applications and software se,vices to their end customers. Partners license software over a 
three-year period and are billed monthly based on units licensed. 

The Independent Software Vendor Royalty Program enables partners to integrate M icrosoft products into other applications and then license the 
unified business solution to their end users. 

GOVERNMENT REGULATION 

We are subject to a wide range of laws, regulations, and legal requirements in the U.S. and globally, including those that may apply to our 
products and online services offerings, and those that impose requirements related to user privacy, telecommunications, data storage and 
prot e<:tion, advertising, and online content. These requirements are cont inually evolv ing, and they can be unclear and vary significantly across 
j urisdictions. We have implemented comprehensive compliance programs across our operations to adapt to these changes and to maintain 
customer and regulator confidence. We monitor regulatory developments around the world and implement policies, controls, and technical 
safeguards so that our operations, products, and services meet applicable legal standards. Our business teams, with legal support, manage the 
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compliance programs and prepare external regulatory and commercial reporting, and our internal audit teams conduct reviews of the programs 
and processes. While we have a unified approach to regulatory compliance, some of the programs and processes are tailored to meet specific 
regulatory obligations, such as with the creation of independent compliance functions required by the European Union ("EU") Digital M arkets Act 
and the EU Digital Services Act, which oversee, monitor, and assess the company's compliance with these acts. 

For a description of the risks we face related to regulatory matters, refer to Risk Factors in our fiscal year 2025 Form 10K. 

AVAIi ABI F INFORMATION 

Our Internet address is www.microsoft.com. At our Investor Relations website, www.microsoft.com/investor, we make available free of charge a 
variety of information for investo rs. Our goal is to maintain the Investor Relations website as a portal through which investors can easily find or 
navigate to pertinent information about us, including: 

• Our annual report on Form 10-K, quarterly reports on Form 10-0. current reports on Form 8-K, and any amendments to those reports, as 
soon as reasonably practicable after we electronically file that material with or furnish it to the Serurities and Exchange Commission 
{"SEC") at www.sec.gov. 

• Information on our business strategies, financial results, and metrics for investors. 

• Announcements of investor conferences, speeches, and events at which our executives talk about our product, service, and competitive 
strategies. Archives of these events are also available 

• Press releases on quarterly earnings, product and service announcements, legal developments, and international news. 

• Corporate governance informati on includ ing our articles of incorporation, bylaws, governance guidelines, committee charters, codes of 
conduct and ethics, global corporate social responsibility initiatives. and other governance-related policies. 

• Other news and announcements that we may post from time to time that investors might find useful or interesting. 

• Opportunit ies to sign up for email alerts to have information pushed in real time. 

We publ ish a variety of reports and resources related to our Corporate Social Responsibi lity programs and progress on our Reports Hub website, 
www.microsoft.com/corporate-responsibility/reports-hub, including reports on responsible Al, sustainability, responsible sourcing, accessibility, 
digital trust. and public policy engagement. 

The information found on these websites is not part of, o r incorporated by reference into, this or any other report we file w ith, or furnish to, the 
SEC. In addition to these channels, we use social media to communicate to the public. It is possible that the information we post on social media 
could be deemed to be material to investors. We encourage investors, the media, and others interested in Microsoft to review the information we 
post on the social media channels listed on our Investor Relations website. 

Discussion & Analysis 
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

The following Management's Discussion and Analysis of Financia l Condition and Results of Operations ("MD&Al is intended to help the reader 
understand the results of operations and financial condition of Microsoft Corporation. MD&A i s provided as a supplement to, and should be read 
in conjunction witt\ our consolidated financial statements and the accompanying Notes to Financial Statements. This section generally discusses 
the results of our operations for the year ended June 30, 2025 compared to the year ended June 30, 2024. For a d iscussion of the year ended 
June 30, 2024 compared to the year ended June 30, 2023, please refer to "Managemenrs Discussion and Analysis of Financial Condition and 
Results of Operat ions· in our Annual Report on Form 10-K for the year ended June 30, 2024 and our Form 8 -K filed on December 3, 2024. 

~ 

Microsoft is a technology company committed to making digi tal technology and artificial intelligence ("All available broadly and doing so 
responsibly, with a mission to empower every person and every organization on the planet to achieve more. We create platforms and tools, 
powered by Al, that deliver innovative solutions that meet the evolving needs of our customers. 

We generate revenue by offering a wide range of cloud-based solutions, content, and other services to people and businesses; licensing and 
supporting an array of software products; delivering relevant online advertising to a global audience; and designing and selling devices. Our 
most significant expenses are related to compensating employees; supporting and investing in our cloud-based services, including datacenter 
operat ions; designing, manufacturing, marketing, and selling our other products and services; and income taxes. 

Highlights from fiscal year 2025 compared with fiscal year 2024 included: 

• Microsoft Cloud revenue increased 23% to S168.9 billion 

• Microsoft 365 Commercial p roducts and cloud services revenue increased 14% driven by Microsoft 365 Commercial cloud revenue 
growth of 15%. 

Microsoft 365 Consumer products and cloud services revenue increased 11% driven by Microsoft 365 Consumer cloud revenue growth of 
11%. 

Linkedln revenue increased 9%. 

Dynamics products and cloud services revenue increased 15% driven by Dynamics 365 revenue growth of 19%. 

• Server products and cloud services revenue increased 23% driven by Azure and other cloud services revenue g rowth of 34%. 

• Windows OEM and Devices revenue increased 3%. 

• Xbox content and services revenue increased 16%. 

• Search and news advertising revenue excluding t raffic acquisit ion costs increased 20%. 

Industry Trends and Opportunities 

Our industry is dynamic and highly competitive, with frequent changes in both technologies and business models. Each industry shift is an 
opportunity to conceive new products, new technologies, or new ideas that can further t ransform the industry and our business. At M icrosoft, we 
push the boundaries of what is possible through a broad range of research and development activit ies that seek to identify and address the 
changing demands of customers and users, industry trends, and competitive forces. 

Microsoft and OpenAI maintain a long-term strategic partnership originally established in 2019. Microsoft is a major Investor in OpenAI, and the 
companies have reciprocal revenue-sharing arrangements. We hold rights to OpenAr s intellectual property, including models and infrastructure, 
for integration into our products. The OpenAI API is exclusive to Azure, runs on Azure, and is available through the Azure OpenAI Service. We 
also have a right o f first refusal on OpenArs new capacity needs. 

Economic Conditions. Challenges, and Risks 

The markets for software, devices, and cloud-based servi ces are dynamic and highly compet itive. Our competitors are developing new software 
and devices, while also deploying competing cloud-based services for consumers and businesses. The devices and form factors customers prefer 
evolve rapidly, influencing how users access services in the cloud and, in some cases, the user's choice of which suite of cloud -based services to 
use. Aggregate demand for our software, services, and devices is also correlated to global macroeconomic and geopolitical factors, which remain 
dynamic. We must continue to evolve and adapt over an extended t ime in pace with this changing environment. 

The investments we are making in cloud and Al infrastructure and devices will continue to increase our operating costs and may decrease our 
operating margins. We continue to identify and evaluate opportun ities to expand our datacenter locations and increase our server capacity to 
meet the evolving needs of our customers, particularly given the growing demand for Al services. Our datacenters depend on the availability of 
permitted and buildable land, predictable energy, networking supplies, and servers, including graphics processing units (·GPUsl and other 
components. Our devices are primarily manufactured by third -party contract manufacturers. For the majority of our products, we have the ability 
to use other manufacturers if a current vendor becomes unavailable or unable to meet our requirements. However, some of our products contain 
certain components for which there are very few qualified suppliers. Extended d isruptions at these suppliers could impact our abi lity to 
manufacture devices on time to meet consumer demand. 

Our success is highly dependent on our ability to attract and retain qualified employees. We hire a mix of university and industry talent 
worldwide. We compete for talented individuals globally by offering an except ional working environment. broad customer reach, scale in 
resources, the ability to grow one's career across many different products and businesses, and competitive compensation and benef its. 

Our international operations provide a significant p ortion of our total revenue and expenses. Many of these revenue and expenses are 
denominated in currencies other than the U.S. dollar. As a result, changes in foreign exchange rates may significantly affect revenue and 
expenses. Fluctuations in the U.S. dollar relative to certain foreign currencies did not have a material impact on reported revenue and expenses 
from our international operations in fiscal year 2025. 

Further, global, regiona l, and local economic developments and changes in global trade policies such as restrictions on international t rade, 
includ ing tariffs and other controls on imports or exports, could result in increased supply chain challeng es, cost volatility, and consumer and 
economic uncertainty which may adversely affect our results of operations. 

Refer to Risk Factors in our fiscal year 2025 Form 10-K for a discussion o f these factors and other risks. 

Seasonality 

Our revenue fluctuates quarterly and is generally higher in the fourth quarter of our fiscal year. Fourth quarter revenue is d riven by a higher 
volume of multi-year contracts executed during the period. 

Reportable Segments 

We report our financial performance based on the following segments: Productivity and Business Processes. Intelligent Cloud, and More Personal 
Comput ing. The segment amounts included in MD&A are presented on a basis consistent with our internal management reporting. 

In August 2024, we announced changes to the composition of our segments. These changes align our segments with how we currently manage 
our business, most notably bringing the commercial components of Microsoft 365 together in the Productivity and Business Processes segment. 
Beginning in fiscal year 2025, the information that our chief operating decision maker is regularly provided and reviews for purposes of allocating 
resources and assessing performance reflects these segment changes. Prior period segment information has been recast to conform to the way 
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we internally manage and monitor our business during fiscal year 2025. 

Additional informat ion on our reportable segments is contained in Note 18- Segment Information and Geographic Data of the Notes to 
Financial Statements. 

Metrics 

We use metrics in assessing the performance of our business and to make informed decisions regarding the allocation of resources. We disclose 
metrics to enable investors to evaluate progress against our ambitions, provide transparency into performance trends, and reflect the continued 
evolution of ou r products and servi ces. Our commercial and other business metrics are fundamentally connected based on how customers use 
our products and services. The metrics are disclosed in the MD&A or the Notes to Financial Statements. Financial metrics are calculated based on 
financial results prepared in accordance with accounting principles generally accepted in the United States of America ("GAAP1 , and g rowth 
comparisons relate to the corresponding period of last fiscal year. 

In the first quarter of fiscal year 2025, we made updates to our metrics in connection with the segment changes described above. These changes 
align our metrics with how we manage and monitor certain businesses. The key change was bringing the commercial components of Microsoft 
365 together and creating a new Microsoft 365 Commercial cloud revenue growth metric. Other changes include combining Windows OEM and 
Devices into a single revenue growth metric that brings revenue from PC market-driven businesses together, as well as elevating our cloud 
revenue growth metrics to align to our strategic focus on cloud g rowth. 

Commercial 

Our commercial business primarily consists of Server products and cloud services, Microsoft 365 Commercia l products and cloud services, the 
commercial portion of linked In. Dynamics products and cloud services, and Enterprise and partner services. Our commercial metrics allow 
management and investors to assess the overall health of our commercial business and include lead ing indicators of future performance. 

Commercial remaining performance obligation 

Microsoft Cloud revenue and revenue growth 

Microsoft Cloud gross margin percentage 

Commercial portion of revenue allocated to remaining performance obligations. 
which includes unearned revenue and amounts that will be invoiced and recognized 
as revenue in future periods 

Revenue from Microsoft 365 Commercial cloud, Azure and other cloud services, the 
commercial portion of Linkedln, and Dynamics 365 

Gross margin percentage for our Microsoft Cloud business 

Productivity and Business Processes and Intelligent Cloud 

Metrics related to our Productivity and Business Processes and Intelligent Cloud segments assess the health of our core businesses within these 
segments. The metrics primaril y reflect growth across ou r cloud services. 

Microsoft 365 Commercial cloud revenue growth 

Microsoft 365 Commercial seat growth 

Microsoft 365 Consumer cloud revenue growth 

Microsoft 365 Consumer subscribers 

Linkedln revenue growth 

Dynamics 365 revenue growth 

Azu re and other cloud services revenue growth 

More Personal Computing 

Revenue from Microsoft 365 Commercial subscriptions, comprising Microsoft 365 
Commercial, Enterprise Mobility + Security, the cloud portion of Windows 
Commercial. the per-user portion of Power Bl, Exchange, SharePoint M icrosoft 
Teams, Microsoft 365 Security and Compliance, and M icrosoft 365 Copilot 

The number of Microsoft 365 Commercial seats at end of period where seats are paid 
users covered by a Microsoft 365 Commercial subscription 

Revenue from Microsoft 365 Consumer subscriptions and other consumer services 

The number of Microsoft 365 Consumer subscribers at end of period 

Revenue from linkedln, including Talent Solutions, Marketing Solutions. Premium 
Subscriptions. and Sal es Solutions 

Revenue from Dynamics 365, including a set of intelligent cloud-based appl ications 
across ERP, CRM, Power Apps, and Power Automate 

Revenue from Azure and other cloud services, including cloud and Al consumption­
based services, GitHub cloud services, Nuance Healthcare cloud services, virtual 
desktop offerings. and other cloud services 

Metrics related to our More Personal Computing segment assess the performance of our key consumer businesses. 

Windows OEM and Devices revenue growth Revenue from sales of Windows Pro and non-Pro licenses sold through the OEM 
channel and ~les of first-party Devices, including Surface and PC accessories 

Xbox content and services revenue growth Revenue from Xbox content and services, comprising first- and third -party content 
(including games and in-game content), Xbox Game Pass and other subscriptions, 
Xbox Cloud Gaming, adverti sing, and other cloud services 

Search and news advertising revenue (ex TAC) growth Revenue from search and news advertising excluding traffic acquisition costs ("TAC1 
paid to Bing Ads netwo rk publishers and news partners 

SUMMARY RESlJII S OF OPERATIONS 

Percentage 
(ln millions, except percentages and per sh.Ire amounts) 2025 2024 Cha,,ge 

Revenue 281,724 245,122 15% 

Gross margin 193,893 171,008 13% 

Operating income 128,528 109,433 17% 

Net income 101,832 88,136 16% 

Diluted earnings per share 13.64 11.80 16% 

Fiscal Year 2025 Compared with Fiscal Year 2024 

Revenue increased $36.6 billion or 15% with growth across each of our segments. Intelligent Cloud revenue increased driven by Azure. 
Productivity and Business Processes revenue increased driven by Microsoft 365 Commercial cloud. More Personal Computing revenue increased 
driven by Gaming and Search and news advertising. 

Cost of revenue increased $13.7 billion or 19% driven by growth in Microsoft Cloud. 

Gross margin increased S22.9 billion or 13% with growth across each of ou r segments. 

• Gross margin percentage decreased slightly driven by Intelligent Cloud, offset in part by More Personal Computing. 

• Microsoft Cloud gross margin percentage decreased to 69% driven by the impact of scaling our Al infrastructure, offset in part by 
efficiency gains in Azure. 

Op erating expenses increased $3.8 billion or 6% driven by investments in cloud and Al engineering and Gaming, including the impact of the 
Activision Blizzard acquisition. 

Op erating income increased $19.1 billion or 17% with growth across each of our segments. 

SEGMENT RESULTS OF OPERATIONS 

Percentage 
(ln millions. except percentages) 2025 2024 Cha,,ge 

Productivity and Business Processes 

Revenue 120,810 106,820 13% 

Cost of revenue 22,422 19,611 14% 

Operating expenses 2B,615 27,548 4% 

Operating Income 69,773 59,661 17% 

Intelligent Cloud 

Revenue 106,265 87,464 21% 

Cost of revenue 40,171 29,611 36% 

Operating expenses 21,505 20,040 7% 

Operating Income 44,589 37,813 18% 

More Personal Computing 
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Revenue 

Cost of revenu e 

Operating expenses 

Operating Income 

Total 

Revenue 

Cost of revenu e 

Operating expenses 

Operating Income 

Reportab le Segments 

Fiscal Year 2025 Compared with Fiscal Year 2024 

Productivity and Business Processes 

Revenue increased $14.0 bill ion or 13%. 

54,649 

25,238 

15,245 

14,166 

281,724 

87,831 

65,365 

128,528 

50,838 7% 

24,892 1% 

13,987 9% 

11,959 18% 

245,122 15% 

74,1 14 19% 

61,575 6% 

109,433 17% 

• Microsoft 365 Commercial p roducts and cloud services revenue increased $10.8 b illion or 14%. Microsoft 365 Commercia l cloud revenue 
grew 15% with Microsoft 365 Commercial seat growth of 6% driven by small and medium businesses and frontline worker offerings, as 
well as growth in revenue per u ser. Microsoft 365 Commercial products revenue grew 7% driven by the Windows Commercial on­
premises components of Microsoft 365 suite sales and an increase in Office transactional purchasing with the launch of Office 2024. 

• Microsoft 365 Consumer products and cloud services revenue increased $756 million or t 1%. M icrosoft 365 Consumer cloud revenue 
grew t 1 % driven by Microsoft 365 Consumer subscriber growth of 8% to 89.0 million, as well as growth in revenue per user from the 
price increase announced in January 2025. 

• Linkedln revenue increased Sl.4 bill ion or 9% with growth across all li nes of business. 

• Dynamics products and cloud services revenue increased $996 million or 15% driven by growth in Dynamics 365, offset in part by a 
decline in Dynamics on-premises products. Dynamics 365 revenu e grew 19% with growth across all workloads. 

Operating income increased $10.1 billion or 17%. 

• Cost of revenue increased $2.8 billion or 14% driven by growth in Microsoft 365 Commercial cloud. 

• Gross margin increased S11.2 b illion or 13% driven by growth in M icrosoft 365 Commercial cloud. Gross margin percentage decreased 
slightly primarily d riven by the impact of scaling our Al infrastructure, offset in part by efficiency gains in Microsoft 365 Commercial cloud. 

• Operating expenses increased Sl .1 billion or 4% driven by investments in cloud and Al engineering and commercia l sales. 

lntefligent Cloud 

Revenue increased S18.8 billion or 21%. 

• Server products and cloud services revenue increased $18.6 billion or 23% driven by Azure and other cloud services. Azure and other 
cloud services revenue grew 34% driven by demand for our portfolio of services. Server products revenue decreased 3% driven by a 
decrease in transactional purchasing with continued customer sh ift to cloud offerings. 

• Enterprise and partner services revenue increased S166 million or 2% driven by growth in Enterp rise Support Services, offset in part by a 
decline in Industry Solutions. 

Operating income increased $6.8 billion or 18%. 

• Cost of revenue increased $10.6 billion or 36% driven by g rowth in Azure. 

• Gross margin increased S8.2 bill ion or 14% driven by growth in Azure. Gross margin percentage decreased driven by the impact of scaling 
our Al infrastructure, offset in part by efficiency gains in Azure. 

• Operating expenses increased St.5 billion or 7% driven by investments in cloud and Al engineering. 

More Personal Computing 

Revenue increased $3.8 billion o r 7%. 

• Windows and Devices revenue increased $288 mill ion or 2%. Windows OEM and Devices revenue increased 3% driven by growth in 
Windows OEM, offset in part by a decline in Devices. 

• Gaming revenue increased $2.0 billion or 9% driven by growth in Xbox content and services, o ffset in part by a decline in Xbox hardware. 
Xbox content and services revenue increased 16% driven by the impact of the Activision Blizzard acquisition and Xbox Game Pass. Xbox 
hardware revenue decreased 25% driven by lower volume of consoles sold. 

• Search and news advertising revenue increased S 1.6 billion or 13%. Search and news advertising revenue excluding traffic acquisition 
costs increased 20% driven by higher search volume and higher revenue per search. 

Op erating income increased $2.2 billion or 18%. 

• Cost of revenu e increased $346 million or 1% driven by growth in Search and news advertising. 

• Gross margin increased $3.5 bill ion or 13% with growth across all businesses. Gross margin percentage increased with improvement 
across all businesses. 

• Operating expenses increased $1.3 billion or 9% driven by Gaming, including the impact of the Activision Bliuard acquisition. 

Research and Development 

(ln millions. except percentages) 

Research and development 

As a percent of revenue 

OPERATING EXPENSES 

2025 

32,488 

12% 

2024 

29,510 

12% 

Percentage 

Cha""' 

10% 

Oppt 

Research and development expenses include payroll, employee benefits, stock-based compensation expense, and other headcount -related 
expenses associated with product development. Research and development expenses also include technology development cost s, including Al 
train ing and other infrastructure costs, third-party development and programming costs, and the amortizati on of purchased software code and 
services content. 

Fiscal Year 2025 Compared with Fiscal Year 2024 

Research and development expenses increased $3.0 bill ion or 10% driven by investments in cloud and Al eng ineering and Gaming, including the 
impact of the Activision Bliuard acquisition. 

Sales and Marketing 

(ln millions. except percentages) 

Sales and market ing 

As a percent of revenue 

2025 

25,654 

9% 

2024 

24.456 

10% 

Percentage 

Cha""' 

5% 

(l)ppt 

Sales and marketing expenses include payroll, employee benefits, stock-based compensation expense, and other headcount-related expenses 
associated with sales and marketing personnel, and the costs of advertising, p romot ions, trade shows, seminars, and other programs. 

Fiscal Year 2025 Compared wirh Fiscal Year 2024 

Sales and marketing expenses increased $1.2 billion or 5% driven by investments in commercial sales and Gaming, including the impact of the 
Activision Blizzard acquisition. 

General and Administrative 

(1n millions. except percentages) 

General and administrative 

As a percent of revenue 

2025 

7,223 

3% 

2024 

7,609 

3% 

Percentage 

Cha""' 

(5)% 

Oppt 
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Fiscal Year 2025 Compared wifh Fiscal Year 2024 

General and administrative expenses decreased $386 million or 5% driven by Gaming, including the impact of the Activision Bliuard acquisition. 

ffiHER INffiME (~,_Nil 

The components of other income (expense), net were as follows: 

~nmillions) 

Year Ended June 30. 2025 2024 

2,647 3,157 Interest and dividends income 

Interest expense (2,385) (2,935) 

Net recognized losses on investments 

Net losses on derivatives 

(349) 

(260) 

171 

{118) 

{187) 

{244) Net gains (losses) on foreign currency remeasurements 

Other, net (4,725) (1,319) 

Total (4,901) (1,646) 

We use derivative instruments to manage risks related to foreign currencies, interest rates, equity prices, and credit; to enhance investment 
returns; and to facilitate portfo lio diversification. Gains and losses from changes in fair values of derivatives that are not designated as hedging 
instruments are primarily recognized in other income (expense), net. 

Fiscal Year 2025 Compared wifh Fiscal Year 2024 

Interest and dividends income decreased primarily due to lower portfolio !xi lances. Interest expense decreased primarily due to maturities of 
commercial paper and higher cap italization of debt interest expense, offset in part by higher finance lease interest expense. Net recognized 
losses on investments increased primari ly due to higher impairments, offset in part by higher gains on equity investments in the current period. 
Net losses on derivatives increased primarily due to higher losses on equ ity derivatives in the current period. Other, net primarily reflects net 
recognized losses on equity method investments, including OpenAI. 

Effective Tax Rate 

Our effective tax rate for both fiscal years 2025 and 2024 was 18%. Our effective tax rate for the fiscal year ended June 30, 2025 was primarily 
impacted by changes in the mix of our earnings and tax expenses between the U.S. and foreign countries. 

Our effective tax rate was lower than the U.S. federal statutory rate, primarily due to earnings taxed at lower rates in foreign jurisdictions resulting 
from producing and distribut ing our products and services through our foreign regional operations center in Ireland. 

The mix of income before income taxes between the U.S. and foreign countries impacted our effective tax rate as a result of the geographic 
distribution of, and customer demand for, our products and services. In fiscal year 2025, our U.S. income before income taxes was $69.2 billion 
and our foreign income before income taxes was SS4.4 billion. In fiscal year 2024, our U.S. income before income taxes was S62.9 billion and our 
foreign income before income taxes was S44.9 billion. 

The Organisation for Economic Co-operation and Development C-OECD") published its model rules lax Challenges Arising From the 
Digitalisation of the Economy - Global Ant i-Base Erosion Model Rules {Pillar Two)" which established a global minimum corporate tax rate of 15% 
for certain multinational enterprises. Many countries have implemented or are in the process of implementing the Pillar Two legislation, which 
applies to Microsoft beginning in fiscal year 2025. While we do not currently estimate a material impact to our consolidated financial statements, 
we continue to monitor the impact as countries implement legislation and the OECD provides additional guidance. 

We are currently assessing the One Big Beautiful Bill Act r oBBBAl wtiich was enacted on July 4, 2025. The OBBBA provides a U.S. global 
intangible low-taxed income effective tax rate of 14% effective fiscal year 2027 for Microsoft. It also provides bonus depreciation for certain 
assets placed into service after January 19, 2025 and an election to expense U.S. incurred research or experimental expenditures. 

Uncertain Tax Positions 

We remain under audit by the IRS for tax years 2014 to 2017. With respect to the audit for tax years 2004 to 2013, on September 26, 2023, we 
received Notices of Proposed Adjustment ("NOPAs") from the IRS. The primary issues in the NOPAs relate to intercompany transfer pricing. In the 
NOPAs, the IRS is seeking an additional tax payment of $28.9 bi llion plus penalties and interest. As of June 30, 2025, we believe our allowances 
for income tax contingencies are adequate. We disagree with the proposed adjustments and will vigorously contest the NOPAs through the lRS's 
administrative appeals office and, if necessary, judicial proceedings. We do not expect a final resolution of these issues in the next 12 months. 
Based on the information currently available, we do not anticipate a significant increase or decrease to our income tax contingencies for these 
issues within the next 12 months. 

We are subject to income tax in many jurisdictions outside the U.S., some of which are currently under audit by local tax authorities. The 
resolution of these audits is not expected to be material to our consolidated financial statements. Our operations in Ireland remain subject to 
examination for tax years 2020 and thereafter. 

LIQUIDITY ANO CAPITAL RESOURCES 

We expe<t exi sting cash, cash equivalents, short-term investments, cash flows from operations, and access to capital markets to continue to be 
sufficient to fund our operating activities and cash commitments for investing and financing activities, such as dividends, share repurchases, debt 
maturities, material capital expenditures, and the transition tax related to the Tax Cuts and Jobs Act ("TCJAl, for at least the next 12 months and 
thereafter for the foreseeable future. 

Cash, Cash Equivalents, and Investments 

Cash, cash equivalents, and short-term investments totaled $94.6 billion and $75.5 billion as of June 30, 2025 and 2024, respectively. Equity and 
other investments were S15.4 bi llion and $14.6 billion as o f June 30, 2025 and 2024, respectively. Our short-term investments are primarily 
intended to facilitate liquidity and capital preservation. They consist predominantly of highly liquid investment-grade fixed-income securities, 
diversified among industries and individual issuers. The investments are predominantly U.S. dollar-deoominated securities, but also include 
foreign currency-denominated securit ies to diversify risk. Our fixed-income investments are exposed to interest rate risk and credit risk. The 
credit risk and average maturity of our fixed-income portfolio are managed to achieve economic returns that correlate to certain fixed-income 
indices. The settlement risk related to these investments is insignificant given that the short-term investments held are primari ly highly liquid 
investment-grade fixed-income securities. 

Valuation 

In general, and where applicable, we use quoted prices in active markets for identical assets or liabi lities to determine the fair value of our 
financial instruments. This pricing methodology app lies to our Level 1 investments, such as U.S. government securities, common and preferred 
stock, and mutual funds. If quoted prices in active markets for identical assets or liabil ities are not available to determine fair value, then we use 
quoted prices for simi lar assets and liabilities or inputs other than the quoted prices that are observable either directly or indirectly. This pricing 
methodology applies to our Level 2 investments, such as commercial paper, certificates of deposit, U.S. agency securities, foreign government 
bonds, mortgage- and asset-backed securities, corporate notes and bonds, and municipal securities. Level 3 investments are valued using 
internally-developed models with unobservable inputs. Assets and liabi lities measured at fair value on a recurring basis using unobservable 
inputs are an immaterial portion of our portfolio. 

A majority of our investments are priced by pricing vendors and are generally Level 1 or Level 2 investments as these vendors either provide a 
quoted market price in an active market or use observable inputs for their pricing without applying significant adjustments. Broker pricing is used 
mainly wtien a quoted price is not available, the investment is oot priced by our pricing vendors, or when a broker price is more reflective of fair 
values in the market in which the investment trades. Our broker-priced investments are generally classified as Level 2 investments because the 
broker prices these investments based on similar assets without app lying significant adjustments. In addition, all our broker-priced investments 
have a sufficient level of trading volume to demonstrate that the fair values used are appropriate for these investments. Our fair va lue processes 
include controls that are designed to ensure appropriate fair values are recorded. These controls include model validation, review of key model 
inputs, analysis of period-over-period fluctuations, and independent recalculation of p rices where appropriate 

Cash Flows 

Cash from operations increased $17.6 billion to $136.2 billion for fiscal year 2025, primarily due to an increase in cash received from customers. 
offset in part by an increase in cash paid to suppliers and employees and cash used to pay income taxes. Cash used in financing increased $13.9 
billion to $51.7 billion for fiscal year 2025, primarily due to a $9.5 billion increase in cash used for repayments of debt, net of proceeds. Cash used 
in investing decreased $24.4 billion to S72.6 b illion for fiscal year 2025, primarily due to a S63.2 billion decrease in cash used for acquisitions of 
companies, net of cash acquired and divestitures, and purchases of intangible and other assets, offset in part by a $22.3 b illion increase in cash 
used in net investment purchases, sales, and maturities, and a $20.1 billion increase in additions to property and equipment 

Debt Proceeds 

We issue debt to take advantage of favorable pricing and liquidity in the debt markets, reflecting our credit rating. The proceeds of these 
issuances were or will be used for general corporate purposes, which may include, among other things, funding for working capi tal, capital 
expenditures, repurchases of capital stock, acquisitions, and repayment of existing debt. Refer to Note 10 - Debt of the Notes to Financial 
Statements. 

Unearned Revenue 

Unearned revenue comprises mainly unearned revenue related to volume l icensing programs, wtiich may include cloud services and Software 
Assurance ("SAl. Unearned revenue is generally invoiced annually at the beginn ing of each contract period for multi-year agreements and 
recognized ratably over the coverage period. Unearned revenue also includes payments for other offerings for which we have been paid in 
advance and earn the revenue when we transfer control of the product or service. Refer to Note 1 - Accounting Policies of the Notes to Financial 
Statements. 

The following table outlines the expected future recognition of unearned revenue as of June 30, 2025: 

~nmillions) 

Three Months Ending 

September 30, 2025 25,191 
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December 31, 2025 

March 31, 2026 

June 30, 2026 

Thereafter 

Total 

19,733 

13,742 

5,889 

2,710 

67,265 

If our customers choose to license cloud-based versions of our prcx:lucts and services ra ther than licensing transaction-based products and 
services, the associated revenue wilt shift from being recognized at the time of the transaction to being recognized over the subscription period 
or upon consumption, as applicable. Refer to Note 12 - Unearned Revenue of the Notes to Financial Statements. 

Material Cash Requirements and Other Obligations 

Contractual Obfigations 

The following table summarizes the payments due by fiscal year for our outstanding contractual obl igations as of June 30, 2025: 

(ln millions) 

Long-term debt: (aJ 

Principal payments 

Interest payments 

Construction commitments (D) 

Operating and finance leases, including imputed interest (cJ 

Purchase commitments (If) 

Total 

(a) Refer to Note 10- Debt of the Notes to Financial Statements. 
(b) Refer to Note 6 - Property and Equipment of the Notes to Financial Statements. 
(c) Refer to Note 13 - Leases of the Notes to Financial Statements. 

2026 Thereafter 

3,000 46,206 

1,509 25,527 

26,859 5,290 

12,798 165,903 

103,940 6,013 

148,106 248,939 

Total 

49,206 

27,036 

32,149 

178,701 

109,953 

397,045 

(d) Purchase commitments primarily relate to datacenters and include open purchase orders and take-or-pay contracts that are not p resented as 
construction commitments above. 

Income Taxes 

As a result of the TOA, we are required to pay a one-time transition tax on deferred fo reign income not previously subject to U.S. income tax. 
Underthe TCJA, the transition tax is payable in interest-free installments over eight years, with 8% due in each of the first five years, 15% in year 
six. 20% in year seven, and 25% in year eight. As of June 30, 2025, ou r eighth transition tax installment of $4.4 billion is short-term and payable in 
the first quarter of fiscal year 2026. 

Share Repurchases 

During fiscal years 2025 and 2024, we repurchased 31 million shares and 32 million shares of our common stock for $13.0 billion and $12.0 
billion, respectively, through our share repurchase program. All repurchases were made using cash resources. As of June 30, 2025, $57.3 billion 
remained of our S60 billion share repurchase program. Refer to Note 15-Stockholders' Equity of the Notes to Financial Statements. 

Dividends 

During fiscal years 2025 and 2024, our Board of Directors declared dividends tota ling $24.7 billion and S22.3 billion, respectively. We intend to 
continue returning capital to shareholders in the form of d ividends, subject to declaration by our Board of Directors. Refer to Note 15 -
Stockholders' Equity of the Notes to Financial Statements. 

Other Planned Uses of Capital 

We wi ll continue to invest in sales, marketing, product support infrastructure, and existing and advanced areas of technology, as well as 
acquisitions that align with our business st rategy. Additions to property and equipment will continue, including new facil it ies, datacenters, and 
computer systems for research and development sales and marketing, support, and administrative staff. We will cont inue to invest in capital 
expenditures to support growth in our cloud offerings and our investments in Al infrastructure and t raining. We have operating and fi nance 
leases for datacenters, corporate offices, research and development facilities, Microsoft Experience Centers, and certain equipment. We have not 
engaged in any related party t ransactions o r arrangements with unconsolidated entities or other persons that are reasonably likely to materially 
affect liquidity or the availability of capital resources. 

RECENT ACCOUNTING GUIDANCE 

Refer to Note 1 - Accounting Pol icies of the Notes to Financial Statement s. 

CRITICAL ACCOUNTING ESTIMATES 

Our consolidated financial statements and accompanying notes are prepared in accordance with GAAP. Preparing consolidated financial 
statements requi res management to make estimates and assumptions that affect the reported amounts of assets, liabilities, revenue, and 
expenses. Critica l accounting estimates are those estimates that involve a significant level of estimation uncerta inty and could have a material 
impact on our financial condition or results of operations. We have critical accounting estimates in the areas of revenue recognition, impairment 
of investment securities, goodwill, research and development costs, legal and other contingencies, and income taxes. 

Revenue Recognition 

Our cont racts with customers often include promises to transfer multiple products and services to a customer. Determining whether products 
and services are considered dist inct performance obligations that should be accounted for separately versus together may require significant 
judgment. When a cloud-based service includes both on·premises software licenses and cloud services. judgment is required to determine 
whether the software license is considered distinct and accounted for separately, o r not d istinct and accounted for together with the cloud 
service and recognized over time. Certain cloud services, primarily Office 365, depend on a significant level o f integration, interdependency, and 
interrelation between the desktop applications and cloud services, and are accounted for together as one performance obligation. Revenue from 
Office 365 is recognized ratabty over the period in which the cloud services are provided. 

Judgment is required to determine the standalone selling price ("SSP") for each distinct performance obligation. We use a single amount to 
estimate SSP for items that are not sold separately, including on-premises licenses sold with SA or software updates provided at no additional 
charge. We use a range of amounts to estimate SSP when we sell each of the products and services separately and need to determine whether 
there is a d iscount to be allocated based on the relative SSP of the various products and services. 

In instances where S5P is not directly observable, such as when we do not sell the product or service separately, we determine the SSP using 
information that may include market conditions and other observable inputs. We typically have more than one SSP for individual products and 
services due to the stratification of those products and services by customers and circumstances. In these instances, we may use information such 
as the size of the customer and geographic region in determining the SSP. 

Due to the various benefits from and the nature of our SA program, judgment is required to assess the pattern of delivery, including the exercise 
pattern of certain benefits across our portfolio of customers. 

Our prcx:lucts are generally sold with a right of return, we may provide other credits or incentives, and in certain instances we estimate customer 
usage of our products and services, which are accounted for as variable consideration when determining the amount of revenue to recognize. 
Retu rns and credits are estimated at contract inception and updated at the end of each reporting period if additional information becomes 
available. Changes to our estimated variable consideration were not material for the periods presented. 

Impairment of Investment Secu rities 

We review debt investments quarterly for credit losses and impairment. If the cost of an investment exceeds its fair value, we evaluate, among 
other factors, general market condi tions, credit quality of debt instrument issuers, and the extent to which the fair value is less than cost. This 
determination requires significant judgment. tn mak ing this judgment we employ a systematic methodology that considers available quantitative 
and qualitative evidence in evaluating potential impairment of our investments. In addition, we consider specific adverse conditions related to 
the financial health of, and business outlook for, the investee. If we have plans to sell the security or it is more l ikely than not that we will be 
required to sell the security before recovery, then a decl ine in fair value below cost is recorded as an impairment charge in other income 
(expense), net and a new cost basis in the investment is established. If market, industry, and/ or investee conditions deteriorate, we may incur 
future impairments. 

Equ ity investments without readily determinable fair values are written down to fair value if a qualitative assessment indicates that the investment 
is impaired and the fair value of the investment is less than carJYing value. We perform a qualitative assessment on a periodic basis. We are 
required to estimate the fair value of the investment to determine the amount of the impai rment loss. Once an investment is determined to be 
impaired, an impairment charge is recorded in other income (expense), net. 

Goodwill 

We allocate goodwill to reporting units based on the reporting unit expected to benefit from the business comb ination . We evaluate our 
reporting units on an annual basis and, if necessary, reassign goodwill using a relat ive fair value allocation approach. Goodwill is tested for 
imp airment at the reporting unit level (operating segment or one level below an operat ing segment) on an annual basis (May 1) and between 
annual tests if an event occurs or ci rcumstances change that would more likely than not reduce the fair value of a reporting unit below its 
carl)'ing value. These events or circumstances could include a significant change in the business climate, legal factors, operating performance 
indicators, competition, or sale or disposition of a significant portion of a reporting unit. 

Applicat ion of the goodwill impairment test requi res judgment including the identification of reporting units, assignment of assets and liabilities 
to reporting units, assignment of goodwill to reporting units, and determination of the fair value of each reporting unit. The fair value of each 
reporting unit is estimated primarily through the use of a discounted cash How methodology. This analysis requires significant judgments, 
including estimation of future cash flows, which is dependent on internal forecasts, estimation of the long-term rate of growth for our business, 
estimation of the useful life over wh ich cash flows w ill occur, and determination of our weighted average cost of capital. 

The estimates used to calculate the fair value of a reporting unit change from year to year based on operating results, market conditions, and 
other factors. Changes in these estimates and assumptions could materially affect the determination of fair value and goodwi ll impairment for 
each reporting unit 

Research and Development Costs 
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Costs incurred internally in researching and developing a software product to be marketed or sold to external users are charged to expense until 
technological feasibility has been established for the product. Once technological feasibility is established, software costs are c.apitalized until the 
product is available for general release to customers. Judgment is required in determining when technological feasibility of a product is 
established. We have determined that technologieol feasibility for our software products is reached after all high-risk development issues have 
been resolved through coding and testing. Generally, this occurs shortly befo re the prcxlucts are released to production. The amortization of 
these costs is included in cost of revenue over the estimated life of the products. 

Legal and Other Contingencies 

The outcomes of legal proceedings and claims brought against us are subject to significant uncertainty. An estimated loss from a loss 
contingency such as a legal proceeding or claim is accrued by a charge to income if it is probable that an asset has been impaired or a liability 
has been incurred and the amount of the loss can be reasonably estimated. In determining whether a loss should be accrued we evaluate, among 
other factors, the degree of probabi lity of an unfavorable outcome and the ability to make a reasonable est imate of the amount of loss. Changes 
in these factors could materially impact our consol idated financ ial statements. 

Income Taxes 

The objectives of accounting for income taxes are to recognize the amount of taxes payable or refundable for the current year, and deferred tax 
liabilities and assets for the future tax consequences of events that have been recognized in an entity·s financial statements or tax returns. We 
recognize the tax benefit from an uncertain tax position only if it is more likel y than not that the tax position will be sustained on examinat ion by 
the taxing authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from such a position 
are measured based on the largest benefit that has a g reater than 50% likelihood of be ing realized upon ultimate settlement. Accounting 
literature also provides guidance on derecognition of income tax assets and liabilities, classification of deferred income tax assets and liabilities, 
accounting for interest and penalties associated with tax positions, and income tax disclosures. Judgment is required in assessing the futu re tax 
consequences of events that have been recognized in our consolidated financial statements or tax returns. Variations in the actual outcome of 
these future tax consequences could materially impact our consolidated financial statements. 

STATEMENT OF MANAGEMENTS RESPONSIBILITY FOR FINANCIAL STATEMENTS 

Management is responsible for the preparation of the consolidated financial statements and related information that are presented in this report. 
The consolidated financial statements, which include amounts based on management's estimates and judgments, have been prepared in 
conformity with accounting principles generally accepted in the United States o f America. 

The Company designs and maintains accounting and internal control systems to provide reasonable assurance at reasonable cost that assets are 
safeguarded against loss from unauthorized use or disposition, and that the financial records are reliable for preparing consolidated financial 
statements and maintaining accountability for assets. These systems are augmented by written policies, an organizat ional structure providing 
division of responsibiliti es, careful selection and training of qualified personnel, and a program of internal audits. 

The Company engaged Deloitte & Touche LLP, an independent registered public accounting firm, to audit and render an opinion on the 
consolidated financial statements and internal cont ro l over financial reporting in accordance with the standards of the Public Company 
Account ing oversight Board (United States). 

The Board of Directors, through its Audit Committee, consisting solely of independent di rectors of the Company, meets periodic.ally with 
management, internal auditors, and ou r independent registered public accounting firm to ensure that each is meeting its responsibilities and to 
discuss matters concerning internal controls and financial reporting . Delo itte & Touche LLP and the internal auditors each have full and free 
access to the Audit Committee. 

Satya Nadella 
Chief Executive Officer 

Amy E. Hood 
Execut ive Vice President and Chief Financial Officer 

Alice L. Jolla 
Corporate Vice President and Chief Account ing Officer 

QUANTITATIVE AND QUALITATIVE DISCLOSURES 
ABOUT MARKET RISK 

We are exposed to economic risk from foreign exchange rates, interest ra tes, credit risk, and equity p rices. We use derivatives instruments to 
manage these risks, however, they may still impact our consolidated financial statements. 

Foreign Currencies 

Certain forecasted transact ions, assets, and liabilities are exposed to foreign currency risk. We monitor our foreign currency exposures daily to 
maximize the economic effectiveness of our foreign currency positions, including hedges. Principal currency exposures include the Euro, 
Japanese yen, Briti sh pound, Canadian dollar, and Australian dollar. 

Interest Rate 

Securities held in our fixed-income portfolio are subject to different interest rate risks based on their matu rities. We manage the average maturity 
of the fixed-income portfolio to achieve economic returns that correlate to certain g lobal fixed -income indices. 

Credit 

Our fixed-income portfolio is d iversified and consists primarily of investment-grade securities. We manage credit exposures relative to broad­
based indices to facilitate portfolio diversific.ation. 

Equity 

Securities held in our equity investments portfolio are subject to price risk. 

SENSITIVlIY ANA! YSIS 

The following table sets forth the potential loss in futu re earnings o r fair values, including associated derivatives, resul ting from hypothetical 
changes in relevant market rates or prices: 

(1n millions) 

Risk Categories 

Foreign currency- Revenue 

Foreign currency - Investments 

Interest rate 

Credit 

Equ ity 

Hypothetical Change 

10% decrease in foreign exchange rates 

10% decrease in foreign exchange rates 

100 basi s point increase in U.S. t reasury interest rates 

100 basis point increase in credit spreads 

10% decrease in equity market prices 

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 

INCOME STATEMENTS 
~n millions. except per share amounts) 

Year Ended June 30. 2025 

Revenue: 

Product 63,946 

Service and other 217,77B 

Total revenue 281,724 

Cost of revenue: 

Product 13,501 

Service and other 74,330 

Total cost of revenue 87,831 

Gross margin 193,893 

Research and development 32,488 

Sales and marketing 25,654 

General and administrative 7,223 

Op erating income 128,528 

Other income {expense), net (4,901) 

Income before income taxes 123.627 

June 30, 
2025 Impact 

(11,596) Earnings 

(17) Fair Value 

(1 ,415) Fair Value 

{436) Fair Value 

(1 ,213) Earnings 

2024 2023 

64,773 64,699 

180,349 147,216 

245,122 211,915 

15,272 17,804 

58,842 48,059 

74,114 65,863 

171,008 146,052 

29,510 27,195 

24,456 22,759 

7,609 7,575 

109,433 88,523 

(1,646) 788 

107.787 89.311 
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Provision for income taxes 21,795 

Net income 101,832 

Earnings per share: 

Basic 13.70 

Diluted 13.64 

Weighted average shares outstanding: 

Basic 7,433 

Diluted 7,465 

Refer to accompanying notes. 

COMPREHENSIVE INCOME STATEMENTS 
(1nmillions) 

Year Ended June 30, 

Net income 

Other comprehensive income (loss), net of tax: 

Net change related to derivatives 

Net change related to investments 

Translation adjustments and other 

Other comprehensive income (loss) 

Comprehensive income 

Refer to accompanying notes. 

BALANCE SHEETS 
~nmillions) 

June 3Q 

Assets 

Current assets: 

Cash and cash equivalents 

Short-term investments 

Total cash, cash equivalents, and short-term investments 

Accounts receivable, net of allowance for doubtful accounts of $944 and S830 

Inventories 

Other current assets 

Total current assets 

Property and equipment, net of accumulated depreciation of $93,653 and $76,421 

Operating lease right-of-use assets 

Equity and other investments 

Goodwill 

Intangible assets, net 

Other long-term assets 

Total assets 

Liabilities and stockholders' equity 

Current liabi lities: 

Accounts payable 

Short-term debt 

Current portion of long-term debt 

Accrued compensation 

Short-term income taxes 

Short-term unearned revenue 

Other current liabilities 

Total current liabilities 

Long-term debt 

Long-term income taxes 

Long-term unearned revenue 

Deferred income taxes 

Operating lease liabilities 

Other long-term liabilities 

Total liabilities 

Commitments and contingencies 

Stockholders· equity: 

Common stock and paid -in capital - shares authorized 24,000; outstanding 7,434 and 7,434 

Retained earnings 

Accumulated other comprehensive loss 

Total stockholders· equity 

Total liabilities and stockholders' equity 

Refer to accompanying notes. 

CASH FLOWS STATEMENTS 
~nmillions) 

Year Ended June 30, 

Operations 

Net income 

Adj ustments to reconcile net income to net cash from operations: 

Depreciation, amortization, and other 

Stock -based compensation expense 

Net recognized losses on investments and derivatives 

Deferred income taxes 

Changes in operating assets and liabilities: 

2025 

101,832 

(5) 

1,574 

674 

2,243 

104,075 

19,651 16,950 

88,136 72,361 

11 .86 9.72 

11.80 9.68 

7,431 7,446 

7,469 7,472 

2024 2023 

BS, 136 72,361 

24 (14) 

957 {1 ,444) 

{228) {207) 

753 {1 ,665) 

88,889 70,696 

2025 2024 

30,242 I 18,315 

64,323 57,228 

94,565 75,54 3 

69,905 56,924 

938 1,246 

25,723 26,021 

191,131 159,734 

204,%6 135,591 

24,823 18,%1 

15,405 14,600 

119,509 119,220 

22,604 27,597 

40,565 36,460 

s 619,003 I 512,163 ------

27,724 21,996 

0 6,693 

2,999 2,249 

13,709 12,564 

7,211 5,017 

64,555 57,582 

25,020 19,185 

141,218 125,286 

40,152 42,688 

25,986 27,931 

2,710 2,602 

2,835 2,618 

17,437 15,497 

45,186 27,064 

275,524 243,686 

109,095 100,923 

237,731 173,144 

{3,347) {5,590) 

34 3,479 268,477 

619,003 I 512,163 
------

2025 2024 2023 

$101,832 SBB,136 $72,361 

34, 153 22,287 13,861 

11,974 10,734 9,611 

609 305 196 

(7,056) (4,738) (6,059) 
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Accounts receivable 

Inventories 

Other current assets 

Other long -term assets 

Accounts payable 

Unearned revenue 

Income taxes 

Other current liabilities 

Other long -term liabilities 

Net cash from operations 

Financing 

Proceeds from issuance (repayments) of debt. maturities of 90 days or less, net 

Proceeds from issuance of debt 

Repayments of debt 

Common stock issued 

Common stock repurchased 

Common stock cash dividends paid 

Other, net 

Net cash used in financing 

Investing 

Additions to property and equipment 

Acquisition of companies, net of cash acquired and divestitures, and purchases of intangible and other assets 

Purchases of investments 

Maturities of investments 

Sales of investments 

Other, net 

Net cash used in investing 

Effe<:t of foreign exchange rates on cash and cash equivalents 

Net change in cash and cash equivalents 

Cash and cash equivalents, beginning of period 

Cash and cash equivalents, end of period 

Refer to accompanying notes. 

STOCKHOLDERS' EQUITY STATEMENTS 
(ln millions, except per share amounts) 

Year Ended June 30. 

Common stock and paid-in capital 

Balance, beginning of period 

Common stock issued 

Common stock repurchased 

Stock-based compensation expense 

Other, net 

Balance, end of period 

Retained earnings 

Balance, beginning of period 

Net income 

Common stock cash dividends 

Common stock repurchased 

Balance, end of period 

Accumulated other comprehensive loss 

Balance, beginning of period 

Other comprehensive income (loss) 

Balance, end of period 

Total stockholders· equity 

Cash dividends declared per common share 

Refer to accompanying notes. 

NOTES 
NOTES TO FINANCIAL STATEM ENTS 

Accounting Principles 

NffiF 1 ACCOUNTING POI ICIFS 

2025 

100,923 

2,056 

(5,856) 

11,974 

(2) 

109,095 

173,144 

101,832 

(24,677) 

(1~568) 

237,731 

(5,590) 

2,243 

(3,347) 

343,479 

3.32 

(10,581) (7,191) (4,087) 

309 1,284 1,242 

(3,044) (1,648) (1 ,991) 

{2,950) (6,817) {2,833) 

569 3,545 (2,721) 

5,438 5,348 5,535 

(38) 1,687 {358) 

5,922 4,867 2,272 

(975) 749 553 ----
136,162 118,548 87,582 

----

{5,746) 5,250 

24,395 

(3,216) {29,070) (2,750) 

2,056 2,002 1,866 

(18,420) (17,254) (22,245) 

(24,082) {21,771) (19,800) 

(2,291) (1,309) {1 ,006) 
----

(51,699) {37,757) (43,935) 
----

(64,551) (44,477) (28,107) 

{5,978) {69,132) {1,670) 

(29,775) (17,732) (37,651) 

16,079 24,775 33,510 

9,309 10,894 14,354 

2,317 (1,298) (3,116) 
----

(72,599) {96,970) (22,680) 
----

63 (210) {194) 
----

11,927 (16,389) 20,773 

18,315 34,704 13,931 
----

$ 30,242 $18,315 $34,704 
---------

2024 

93,718 

2,002 

(5,712) 

10,734 

181 

100,923 

118,848 

88,136 

(22,293) 

{11,547) 

173,144 

(6,343) 

753 

(5,590) 

268,477 

3.00 

2023 

86,939 

1,866 

(4,696) 

9,611 

(2) 

93,718 

84,281 

72,361 

(20,226) 

(17,568) 

118,848 

{4,678) 

{1 ,665) 

(6,343) 

206,223 

2.72 

Our consolidated financial statements and accompanying notes are prepared in accordance with accounting principles generally accepted in the 
United States of America ("GAAPl . 

Principles of Consolidation 

The consolidated financial statements include the accounts of Microsoft Coqxiration and its subsidiaries. lntercompany transactions and balances 
have been eliminated. 

Recast of Certa in Prior Period Information 

In August 2024, we announced changes to the composition of our segments. These changes align our segments with how we currently m anage 
our business, most notably bringing the commercial components of Microsoft 365 together in the Product ivity and Business Processes segment. 
Beginning in fisca! year 2025, the information that our chief operating decision maker is regularly provided and reviews for purposes of allocating 
resources and assessing performance reflects these segment changes. Prior period segment information has been recast to conform to the way 
we internally manage and monitor our business during fiscal year 2025. These changes primarily impacted Note 8 - Goodwill, Note 12 -
Unearned Revenue, and Note 18 - Segment Information and Geographic Data. 

The recast of prior period informati on had no impact on our consolidated balance sheets, consolidated income statements, or consolidated cash 
flows statements. 

Estimates and Assumpt ions 

Preparing financial statements requires management to make estimates and assumptions that affect the reported amounts of assets, liabilities, 
revenue, and expenses. Examples of estimates and assumptions include: for revenue recognition, determining the nature and t iming of 
satisfaction of performance ob ligations, and determining the standalone selling price ("SSP7 of performance obligations, variab le consideration. 
and other obligations such as product returns and refunds; loss contingencies; the fair value of and/ or potential impairment of goodwill and 
intangible assets for our reporting units; product life cycles; useful lives of our tangible and intangible assets; all owances for doubtful accounts; 
stock-based compensation forfeiture rates; when technological feasibility is achieved for our products; the potential outcome of uncertain tax 
positions that have been recognized in our consolidated financial statements o r tax returns; and determining the t iming and amount of 
imp airments for investments. Actual results and outcomes may differ from managemenrs estimates and assumptions due to risks and 
uncertainties. 

Foreign Currencies 

Assets and liabil ities recorded in foreign currencies are translated at the exchange rate on the balance sheet date. Revenue and expenses are 
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translated at average rates of exchange prevailing during the year. Translation adjustments resulting from this process are recorded to other 
comprehensive income. 

Revenue 

Product Revenue and Service and Other Revenue 

Product revenue includes sales from operating systems, cross-device productivity and collaboration applications, server app lications, business 
solution applications, desktop and server management tools, software development tools. video games, and hardware such as PCs, tablets, 
gaming and entertainment consoles, other intell igent devices, and related accessories. 

Service and other revenue includes sales from cloud -based solutions that provide customers with software, services, platforms, and content such 
as Office 365, Azure, Dynamics 365, and gaming; solution support and consulting services. Service and other revenue also includes sales from 
online advertising and Linkedln 

Revenue Recognition 

Revenue is recognized upon t ransfer of control of promised products or services to customers in an amount that reflects the considerati on we 
expect to receive in exchange for those products or services. We enter into contracts that can include various combinations of products and 
services, which are generally capable of being distinct and accounted for as separate performance obligations. Revenue is recognized net of 
allowances for returns and any taxes collected from customers, which are subsequently remitted to governmental authorities. 

Nature of Products and Services 

Licenses for on-premises software provide the customer with a right to use the software as it exists when made available to the customer. 
Customers may purchase perpetual licenses or subscribe to licenses, which provide customers with the same functionality and differ mainly in the 
duration over which the customer benefits from the software. Revenue from distinct on-premises licenses is recognized upfront at the point in 
time when the software is made available to the customer. 1n cases where we allocate revenue to software updates. primarily because the 
updates are provided at no additional charge, revenue is recognized as the updates are provided, which is generally ratabty over the estimated 
life of the related device or license. 

Cloud services, which allow customers to use hosted software over the contract period without taking possession of the software, are provided 
on either a subscription or consumption basis. Revenue related to cloud services provided on a subscription basis is recognized ratabty over the 
contract period. Revenue related to cloud services provided on a consumpt ion basis, such as the amount of storage used in a period, is 
recognized based on the customer utilization of such resources. When cloud services require a significant level of integration and 
interdependency with software and the individual components are not considered d istinct, all revenue is recognized over the period in which the 
cloud services are provided. 

Certain volume licensing programs, including Enterprise Agreements, include on-p remises licenses combined with Software Assurance {"SA"). SA 
conveys rights to new software and upgrades released over the contract period and provides support. tools, and training to help customers 
deploy and use products more efficiently. On-premises licenses are considered distinct performance obligations when sold with SA. Revenue 
allocated to SA is generally recognized ratably over the contract period as customers simultaneously consume and receive benefits, given that SA 
comprises distinct performance obligations that are satisfied over time. 

Revenue from search advertising is recognized when the advertisement appears in the search results or when the action necessary to earn the 
revenue has been completed. Revenue from consulting services is recognized as services are provided. 

Our hardware is generally highly dependent on, and interrelated with, the underlying operat ing system and cannot function without the 
operat ing system. In these cases, the hardware and software license are accounted for as a single performance obligation and revenue is 
recognized at the point in time when ownership is transferred to resellers or di rectly to end customers through retail stores and online 
marketplaces. 

Refer to Note 18 - Segment Information and Geographic Data for further information, including revenue by significant product and service 
offering. 

Significant Judgments 

Our cont racts with customers often include promises to transfer multiple products and services to a customer. Determining whether products 
and services are considered distinct performance obligations that should be accounted for separately versus together may require signific.ant 
judgment. When a cloud-based service indudes both on-premises software licenses and cloud services,judgment is required to determine 
whether the software license is considered distinct and accounted for separately, o r not distinct and accounted for together with the cloud 
service and recognized over time. Certain cloud services, primarily Office 365, depend on a significant level o f integration, interdependency, and 
interrelation between the desktop applications and cloud services, and are accounted for together as one performance obligation. Revenue from 
Office 365 is recognized ratabty over the period in which the cloud services are provided. 

Judgment is required to determine the SSP for each distinct performance obligation. We use a single amount to estimate SSP for items that are 
not sold separately, including on-premises licenses sold with SA o r software updates provided at no additional charge. We use a range of 
amounts to estimate SSP when we sell each of the products and services separately and need to determine whether there is a discount to be 
allocated based on the relative SSP of the various products and services. 

In instances where SSP is not directly observable, such as when we do not sell the product or service separately, we determine the S5P using 
information that may include market conditions and other observable inputs. We typically have more than one SSP for individual products and 
services due to the stratification of those products and services by customers and circumstances. In these instances, we may use information such 
as the size of the customer and geographic region in determining the SSP. 

Due to the various benefits from and the nature of our SA program, judgment is required to assess the pattern of delivery, including the exercise 
pattern of certain benefits across our portfolio of customers. 

Our products are generally sold with a right of return, we may provide other credits or incentives, and in certain instances we estimate customer 
usage of our products and services, which are accounted for as variable consideration when determining the amount of revenue to recognize. 
Returns and credits are estimated at contract inception and updated at the end of each reporting period if additional information becomes 
available. Changes to our estimated variable consideration were not material for the periods presented. 

Contract Balances and Other Receivables 

Timing of revenue recognition may differ from the t iming of invoicing to customers. We record a receivable when revenue is recognized prior to 
invoicing, or unearned revenue when revenue is recognized subsequent to invoicing. For multi-year agreements, we generally invoice customers 
annually at the beginning of each annual coverage period. We record a receivable related to revenue recognized for multi-year on-premises 
licenses as we have an unconditional right to invoice and receive payment in the future related to those licenses. 

Unearned revenue comprises mainly unearned revenue related to volume licensing programs, which may include cloud services and SA. 
Unearned revenue is generally invoiced annually at the beginning of each contract period for multi-year agreements and recognized ratabty over 
the coverage period. Unearned revenue also includes payments for consu lting services to be performed in the future, Linked In subscriptions, 
Office 365 subscriptions, Xbox subscriptions, Windows post-delivery support, Dynamics business solutions, and other offerings for which we have 
been paid in advance and earn the revenue when we transfer control of the product or service. 

Refer to Note 12 - Unearned Revenue for further information, including unearned revenue by segment and changes in unearned revenue du ring 
the period. 

Payment terms and conditions vary by contract type, although terms generally include a requirement of payment within 30 to 60 days. In 
instances where the timing of revenue recognition differs from the timing of invoicing, we have determined our contracts generally do not 
include a significant financing component. The primary purpose of our invoicing terms is to provide customers with simplified and predictable 
ways of purchasing our products and services, not to receive fi nancing from our customers or to provide customers with financing. Examples 
include invoicing at the beginning of a subscrip tion term with revenue recognized ratably over the contract period, and multi-year on-premises 
licenses that are invoiced annually with revenue recognized upfront. 

As of June 30, 2025 and 2024, long-term accounts receivable, net of allowance for doubtful accounts. was SS.2 billion and $4.9 billion, 
respectively, and is included in other long-term assets in ou r consolidated balance sheets. 

As of June 30, 2025 and 2024, other receivables related to activities to facilitate the purchase of server components were SB.2 bill ion and $10.5 
billion, respectively, and are included in other current assets in our consolidated b alance sheets. 

We record financing receivables when we offer certain customers the option to acquire our software products and services offerings through a 
financing program in a limited number of countries. As of June 30, 2025 and 2024, our financing receivables, net were S4.3 billion and $4.5 
billion, respectively, for short-term and long-term financing receivables, which are included in other current assets and other long-term assets in 
our consolidated balance sheets. 

We record an allowance for doubtful accounts which reflects our best estimate of credit losses inherent in the accounts receivable and financing 
receivable balances. We determine the allowance based on known troubled accounts, historical experience, and other currently available 
evidence. 

Assets Recognized from Costs to Obtain a Contract with a Customer 

We recognize an asset for the incremental costs of obtaining a contract with a customer if we expect the benefit of those costs to be longer than 
one year. We have determined that certain sales incentive programs meet the requirements to be c.apitalized. Total c.apitalized costs to obtain a 
contract were immaterial during the periods presented and are included in other current and long-term assets in our consolidated balance 
sheets. 

We apply a practical expedient to expense costs as incurred for costs to obtain a contract with a custom er when the amortization period would 
have been one year or less. These costs include ou r internal sales organization compensation program and certain partner sales incentive 
programs as we have determined annual compensation is commensurate with annual sales activities. 

Cost of Revenue 

Cost of revenue includes: costs incurred to support and maintain cloud-based and other online products and services, including datacenter costs 
and royalties; manufacturing and d istribution costs for products sold and programs licensed; operating costs related to product support service 
centers and product d istribution centers; traffic acquisition costs to d rive traffic to our websites and to acquire online advertising space; and costs 
associated with the delivery of consulting services. 

Research and Development 

Research and development expenses include payroll, employee benefits, stock-based compensation expense, and other headcount -related 
expenses associated with product development. Research and development expenses also include third-party development and programming 
costs and the depreciation and amortization of assets used to conduct research and development. Such costs related to software development 
are included in research and development expense until the point that technological feasibi lity is reached, which for our software products is 
generally shortly before the products are released to production. Once technological feasibility is reached, such costs are capitalized and 
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amortized to cost of revenue over the estimated lives of the products. 

Sales and Marketing 

Sales and marketing expenses include payroll, employee benefits, stock-based compensation expense, and other headcount-related expenses 
associated with sales and marketing personnel, and the costs of advertising, promotions, trade shows, seminars, and other programs. Advertising 
costs are expensed as incurred. Advertising expense was S2.1 billion, Sl.7 billion, and S904 million in fiscal years 2025, 2024, and 2023, 
respectively. 

Stock-Based Compensation 

Compensation cost for stock awards, which include restricted stock units ("RSUs") and performance stock units ('PSUs"), is measured at the fair 
value on the grant date and recognized as expense, net o f estimated forfeitures, over the related service or performance period. The fair value o f 
stock awards is based on the quoted price of our common stock on the grant date less the present value of expected dividends not received 
during the vesting period. We measure the fair value of PSUs using a Monte Carlo valuation model. Compensation cost for RS Us is recognized 
using the straight-line method and for PSUs is recognized using the accelerated method. 

Compensation expense for the employee stock purchase plan ("ESPP1 is measured as the discount the employee is entitled to upon purchase 
and is recognized in the period of purchase. 

Income Taxes 

Income tax expense includes U.S. and international income taxes, and interest and penalties on uncertain tax positions. Certain income and 
expenses are not reported in tax returns and financial statements in the same year. The tax effect of such temporary differences is reported as 
deferred income taxes. Deferred tax assets are reported net of a valuation allowance when it is more likely than not that a tax benefit will not be 
realized. All deferred income taxes are classified as long-term in our consolidated balance sheets. 

Financial Instruments 

Investments 

We consider all highly liquid interest -earning investments with a maturity of th ree months or less at the date of purchase to be cash equivalents. 
The fair values of these investments approximate their carrying values. In general, investments with original maturities of greater than three 
months and remaining maturit ies of less than one year are classified as short-term investments. Investments with maturities beyond one year 
may be classified as short-term based on their highly liquid nature and because such marketable securities represent the investment of cash that 
is available for current operations. 

Debt investments are classified as available-for-sale and realized gains and losses are recorded using the specific ident ification method. Changes 
in fair value, excluding credit losses and impairments, are recorded in other comprehensive income. Fair value is calculated based on publicly 
available market information o r other estimates determined by management. If the cost of an investment exceeds its fair value, we evaluate, 
among other factors, general market conditions. credit quality of debt instrument issuers, and the extent to wh ich the fair value is less than cost. 
To determine credit losses, we employ a systematic methodology that considers available quantitative and qualitative evidence. In addition, we 
consider specific adverse condit ions related to the financial health of, and business out look for, the investee. If we have plans to sell the security 
or it is more likely than not that we will be required to sell the security b efore recovery, then a decline in fair value below cost is recorded as an 
impairment charge in other income (expense), net and a new cost b.isis in the investment is established. If market. industry, and/ or investee 
conditions deteriorate, we may incur future impairments. 

Equ ity investments with readily determinable fair values are measured at fair value. Equity investments without readily determinable fair values 
are measured using the equity method or measured at cost with adjustments for observable changes in price or impairments {referred to as the 
measurement alternative). We perform a qualitative assessment on a periodic b.isis and recognize an impairment if there are sufficient indicators 
that the fair value of the investment is less than carrying value. Changes in value are recorded in other income (expense), net. 

Investments that are considered variable interest entities ("V1Es1 are evaluated to determine whether we are the primary beneficiary of the VIE, in 
which case we would be required to consolidate the entity. We evaluate whether we have (1) the power to direct the activities that most 
significantly impact the VIE"s economic performance, and (2) the obligation to absorb losses or the right to receive benefits from the VIE that 
could potentially be significant to the VIE. We have determined we are not the primary beneficiary of any of our VIE investments. Therefore, our 
VIE investments are not consolidated and the majorit y are accounted for under the equity method of accounting. We have an investment in 
OpenAI Global, LLC ("OpenA11 and have made total funding commitments of S13 billion. The investment is accounted for under the equity 
method of accounting. 

Derivatives 

Derivative instruments are recognized as either assets or liabilities and measured at fair value. The accounting for changes in the fair value of a 
derivative depends on the intended use of the derivative and the resulting designati on. 

For derivative instruments designated as fair value hedges, gains and losses are recognized in other income (expense), net with offsetting gains 
and losses on the hedged items. Gains and losses representing hedge components excluded from the assessment of effectiveness are recognized 
in other income (expense), net. 

For derivative instruments designated as cash flow hedges, gains and losses are initially reported as a component o f other comprehensive 
income and subsequently recognized in other income (expense), net with the corresponding hedged item. Gains and losses representing hedge 
components excluded from the assessment of effectiveness are recognized in other income (expense), net. 

For derivative instruments that are not designated as hedges, gains and losses from changes in fair values are primarily recognized in other 
income (expense), net. 

Fair Value Measurements 

We account for certain assets and liabilities at fair value. The hierarchy below lists three levels of fair value based on the extent to which inputs 
used in measuring fair value are observable in the market. We categorize each of our fair value measurements in one of these three levels based 
on the lowest level input that is significant to the fair value measurement in its entirety. These levels are: 

• Level 1- inputs are based upon unadjusted quoted prices for identical instruments In active markets. Our Level 1 investments include U.S. 
government securities, common and preferred stock, and mutual funds. Our Level 1 derivative assets and liabilities include those actively 
traded on exchanges. 

• Level 2 - inputs are based upon quoted prices for similar instruments in active markets, quoted prices for identical or similar instruments 
in markets that are not active, and model-based valuation techniques (e.g. the Black-Scholes model) for which all significant inputs are 
observable in the market o r can be corroborated by observable market data for substantially the full term of the assets or liabilities. 
Where applicable, these models project future cash flows and discount the future amounts to a present value using market-based 
observable inputs including interest rate curves, credit spreads, foreign exchange rates, and forward and spot prices for currencies. Our 
Level 2 investments include commercial paper, certificates of deposit, U.S. agency securities, foreign government bonds, mortgage- and 
asset -b.icked securities, corporate notes and bonds, and municipal securities. Our Level 2 derivative assets and liabilities include certain 
cleared swap contracts and over-the-counter forward, option, and swap contracts. 

• Level 3 - Inputs are generally unobservable and typically reflect management's estimates of assumptions that market participants would 
use in pricing the asset o r liability. The fair values are therefore determined using model-based techniques, including option pricing 
models and discounted cash flow models. Our l evel 3 assets and liabil ities include investments in corporate notes and bonds, municipal 
securities, and goodwill and intangible assets, when they are recorded at fair value due to an impairment charge. Unobservable inputs 
used in the models are significant to the fair values of the assets and liabil ities 

We measure equity investments without readily determinable fair values on a nonrecurring basis. The fair values of these investments are 
determined based on valuation techniques using the best informati on available, and may include quoted market prices, market comparables, and 
discounted cash flow projections. 

Our other current financial asset s and current financial liabilities have fair values that approximate their carrying values. 

Property and Equipment 

Property and equipment is stated at cost less accumulated depreciation and depreciated using the straight-line method over the shorter of the 
estimated useful life of the asset or the lease term. The estimated useful lives of our property and equipment are generally as follows: software 
developed or acquired for internal use, three years; computer equipment, two to six years; buildings and improvements, five to 15 years; 
leasehold improvements, three to 15 years; and furniture and equipment. one to 10 years. Land is not depreciated. 

Leases 

We determine if an arrangement is a lease at inception. Operating leases are included in operating lease right-of-use {"ROU1 assets, other 
current liabilities, and operating lease liabil ities in our consolidated b.ilance sheets. Finance leases are included in property and equipment, other 
current liabilities, and other long-term liabil it ies in our consol idated balance sheet s. 

ROU assets represent our right to use an underlying asset for the lease term and lease liabi lities represent our obligation to make lease payments 
arising from the lease. Operating lease ROU assets and liabilities are recognized at commencement date based on the present value of lease 
payments over the lease term. As most of our leases do not provide an implicit rate, we generally use our incremental borrowing rate based on 
the estimated rate of interest for collatera lized borrowing over a similar t erm of the lease payments at commencement date. The operating lease 
ROU asset also includes any lease payments made and excludes lease incentives. Our lease terms may include options to extend or terminate the 
lease when it is reasonably certain that we will exercise that option. Lease expense for lease payments is recognized on a straight-line basis over 
the lease term. 

We have lease agreements with lease and non-lease components, which are generally accounted for separately. For certain equipment leases, 
such as veh icles, we account for the lease and non-lease components as a single lease component. Additionally, for certain equipment leases, we 
apply a portfolio approach to effectively account for the operating lease ROU assets and liabi lities. 

Goodwill 

Goodwill is tested for impairment at the reporting unit level (operating segment or one level below an operating segment) on an annual basis 
(May 1) and between annual tests if an event occurs or circumstances change that would more likely than not reduce the fair value of a reporting 
unit below its carrying value. 

Intangible Assets 

Our intangible assets are subject to amortization and are amortized over the estimated useful life in proportion to the economic benefits 
received. We evaluate the recoverability of intangib le assets periodically by taking into account events or circumstances that may warrant revised 
estimates of useful lives or that indicate the asset may be impaired. 

Related Party Transactions 
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In March LUL4, we entered into an agreement with lntlechon Al, Inc. ("lnttectIon"), pursuant to which we obtained a non-exclusive license to 
Inflection's intellectual property. Reid Hoffman, a member of our Board of Directors, is a co-founder of and serves on the board of directors of 
Inflection. As of the date of the agreement with Inflection, Reprogrammed Interchang e LLC ("Reprogrammed") and entities affiliated wit h 
Greylock Ventures ("Greylock1 each held less than a 10% equity interest in Inflection. Mr. Hoffman may be deemed to beneficially own the shares 
held by Reprogrammed and Grey1ock by vi rtue of his relationship with such entities. Mr. Hoffman did not participate in any portions of the 
meetings of our Board of Directors or any committee thereof to review and approve the transaction with Inflection. 

Recent Accounting Guidance 

Recently Adopted Accounting Guidance 

Segment Reporting - Improvements to Reportable Segment Disclosures 

In November 2023, the Financial Accounting Standards Board ("FASB") issued a new standard to improve reportable segment disclosures. The 
guidance expands the disclosures required for reportable segments in our annual and interim consolidated financial statements, primarily 
through enhanced disclosures about significant segment expenses. We adopted the standard beginning with ou r annual reporting for fiscal year 
2025. The adoption resulted in incremental segment reporting d isclosures, most notably disclosure of cost of revenue and operati ng expenses 
for each reportable segment. Refer to Note 18- Segm ent Information and Geographic Data. 

Recent Accounting Guidance Not Yet Adopted 

fncome Taxes - Improvements to Income Tax Disclosures 

In December 2023, the FASB issued a new standard to improve income tax d isclosures. The guidance requires disclosure of d isaggregated 
income taxes paid, prescribes standardized categories for the co mponen ts of the effective tax rate reconciliation, and modifies other income tax­
related disclosures. The standard will be effective for us beginning with o ur annual reporting for fiscal year 2026, with early adoption permitted. 
We are currently evaluating the impact of this standard on our income tax disclosures. 

Income Statement - Disaggregation of Income Statement Expenses 

In November 2024, the FASB issued a new standard to expand disclosures about income statement expenses. The guidance requires 
disaggregation of certain costs and expenses included in each relevant expense caption on our consolidated income statements in a separate 
note to the financial st atements at each interim and annual reporting period, including amounts of purchases of inventory, employee 
compensation, depreciation, and intangible asset amortization. The standard will be effective for us beginning with our annual reporting for fiscal 
year 2028 and interim periods thereafter, with early adoption permitted. We are currently evaluating the impact of th is standard on our 
disclosures. 

NffiF 2 EARNINGS PFR SHARF 

Basic earnings per share ("EPS1 is computed based on the weighted aver age number o f shares of common stock outstanding during the period. 
Diluted EPS is computed based on the weighted average number of shares of common stock plus the effect of dilutive potential common shares 
outstanding during the period using the t reasury stock method. Di lutive potential common shares include ou tstanding stock o ptions and stock 
award s. 

The components of basic and diluted EPS were as follows: 

(In millions, except per share amounts) 

Year Ended June 30, 2025 2024 

Net income available for common shareholders (A) 101,832 88,1 36 

Weighted average outstanding shares of common stock (8) 7,433 7,431 

Dilutive effect of stock-based awards 32 38 

Common stock and common stock equivalents (Cl 7,465 7,469 

Earnings Per Share 

Basic(NB) 13.70 11.86 

Diluted (NQ 13.64 11.80 

Anti-dilutive stock -based awards excluded from the calculations of diluted EPS were immaterial during the periods presented. 

NOTE 3 -OTHER INCOME {FXillfill....N..FI 

The components of other income (expense), net were as follows: 

(lnmillions) 

Year Ended June 30. 

Interest and dividends income 

Interest expense 

Net recognized gains (losses) on investments 

Net losses on derivatives 

Net gains (losses) on foreign currency remeasurements 

Other, net 

Total 

2025 

2,647 

(2,385) 

('49) 

(260) 

171 

(4,725) 

(4,901) 

Other, net primarily reflects net recognized losses on equity method investments, including OpenAJ. 

Net Recognized Gains (losses) on Investments 

Net recognized gains (losses) on debt investments were as follows: 

(lnmillions) 

Year Ended June 30. 

Realized gains from sales of available-for-sale securities 

Realized losses from sales of available-for-sale securities 

Impairments and allowance for credit losses 

Total 

Net recognized gains (losses) on equity investments were as follows· 

(lnmillions) 

Year Ended June 30. 

Net realized gains on investments sold 

Net unrealized gains o n investments still held 

Impairments of investments 

Total 

NOTF 4 - INYFSTMFNTS 

Investment Components 

The components of investments were as follows: 

Fair Value Adjusted Unrealized Unrealized 
(lnmillions) """' Cost Bosis Gains losses 

June 3Q 2025 

Changes in Fai r Value Recorded in Other 
CompreheRSive lnoome 

Commercial paper Level 2 S 10,880 s 0 s 0 

Certificates of deposit Level 2 2.653 

U.S. government securities Level 1 52,878 71 (1,462) 

U.S. agency securities Level 2 2,686 

Foreign government bonds Level 2 349 24 (9) 

Mortgage- and asset-backed securities Level 2 2.558 10 (27) 

Corporate notes and bonds Level 2 10,763 124 (101) 

Corporate notes and bonds Level 3 2.511 65 (5) 

Municipal securities Level 2 207 (7) 

Municipal securities Level 3 104 (14) 

Remded 
Basis 

S 10,880 

2,653 

51,487 

2,686 

364 

2,541 

10,786 

2,571 

201 

90 

2025 

40 

(65) 

(17) 

2025 

83 

536 

(951) 

(332) 

Cash and 
Cash 

Equivalents 

s 9,939 

~309 

4,742 

496 

2024 

3,157 

(2,935) 

(118) 

(187) 

(244) 

(1,319) 

(1,646) 

2024 

22 

(98) 

23 

(53) 

2024 

18 

146 

(229) 

(65) 

Sho rt-term 
Investments 

941 

344 

46,745 

2,190 

364 

2,541 

10,786 

111 

201 

90 

2023 

72,361 

7,446 

26 

7,472 

9.72 

9.68 

2023 

2,994 

(1 ,968) 

260 

(456) 

181 

(223) 

788 

2023 

36 

{124) 

(10) 

(98) 

2023 

75 

303 

(20) 

358 

Equity and 
0th~ 

Investments 

I 

2,460 
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----------------- --- --- --- --- ---- ----
Total debt investments 

Changes in Fai r Value Recorded in Net Income 

Equity investments 

Equity investments 

Level 1 

Other 

S 85,589 295 S (1 ,625) S 84,259 S 17,486 S 64,313 S 2,460 

S 4,577 S 1,045 S 0 S 3,532 

9,141 9,141 
-------------------------- --- --- ---

Total equity investments 

Cash 

Derivat ives, net (•J 

S 13,718 S 1,045 S 

S 11,711 S 11,711 S 

282 

0 S 12,673 

O I 

10 272 
-------------------------- --- --- ---

Total 

~n millions) 

June 3Q 2024 

Changes in Fair Value Recorded in Othef 
Comprehensive lnoome 

Commercial paper 

Certificates of deposit 

U.S. government serurities 

U.S. agency securities 

Foreign government bonds 

Mortgage- and asset -b.lcked securities 

Corporate notes and bonds 

Corporate notes and bonds 

Municipal securities 

Municipal securities 

Total debt investments 

Changes in Fair Value Recorded in Net Income 

Equity investments 

Equity investments 

Total equity investments 

Cash 

Derivat ives, net (•l 

Total 

$109,970 S 30,242 S 64,323 S 15,405 

Cash and Equity and 
Fair Value Adjusted Unrealized Unrealized Recorded Cash Short-term Other 

l eYe C<n;t 8,1sis Gains losses Basis Equivalents Investments Investments 

Level 2 S 4,666 I 0 s 0 S 4,666 s 4,666 s 0 s 
Level 2 1,547 1,547 1,503 44 

Level 1 49,603 {2,948) 46,659 14 46,645 

Level 2 17 17 17 

Level 2 319 (16) 306 306 

Level 2 944 1351 912 912 

Level 2 9,106 28 (318) 8,816 8,816 

Level 3 1,641 111 1,640 140 1,500 

Level 2 262 (13) 249 249 

Level 3 104 11n 87 87 
--- -------- ---- ----

S 68,209 38 S {3,348) $64,899 s 6,183 s 57,216 s 1,500 
--- --- --- --- --- --- ---

Level 1 $ 3,547 s 561 0 s 2,986 

Other 10,114 10,114 
--- ---- ----

$13,661 s 561 0 s 13,100 ----- ---- ----
$11,571 s 11,571 0 s 

12 12 
--- ---- ----

$90,143 s 18,315 s 57,228 s 14,600 

(a) Refer to Note 5 - Derivatives tor tun her information on the fair value of our derivative instruments. 

Equ ity investments presented as "Other" in the tab!es above include investments without readily determinable fair values measured at cost with 
adjustments for o bservable changes In price or impairments, measured using t he equity method, or measured at fair value using net asset value 
as a practic.al expedient which are not categorized in the fair value hierarchy. As of June 30, 2025 and 2024, equity investments without readi ly 
determinable fair values measured at cost with adjustments for observable changes in price or impairments were $2.9 billion and $3.9 billion, 
respectively. Equity investments measured using the equity method were $6.0 billion as of both June 30, 2025 and 2024. 

Unrealized Losses on Debt Investments 

Debt investments with continuous unrealized losses for less than 12 months and 12 months o r greater and their related fair values were as 
follows: 

l ess than 12 Months 12 Months or Gre.ater 
Total 

Unrealized Unrealized Total Unrealized 
(ln millions) Fair Value losses Fair Value Lo= Fair Value losses 

June 30, 2025 

U.S. government and agency securities 2,569 (51) s 34,608 (1,411) 37,177 {1,462) 

Foreign government bonds 43 121 106 m 149 191 

Mortgage- and asset -backed securities 841 141 189 (23) 1,030 (271 

Corporate notes and bonds 1,107 181 3,105 1981 4,212 {106) 

Municipal securities 168 (21) 168 (211 
--- ----

Total 4,560 (65) s 38,176 (1,560) s 42,736 s {1,625) --- ---- --- ----
l ess than 12 Months 12 Months or Greater 

Total 
Unrealized Unrealized Total Unrealized 

(lnmillions) Fair Value Los= Fair Value losses Fair Value losses 

June 30, 2024 

U.S. government and agency securities 529 1121 45,821 (2,936) 46,350 {2,948) 

Foreign government bonds 79 121 180 (14) 259 (16) 

Mortgage- and asset-backed securities 201 111 409 1341 610 1351 

Corporate notes and bonds 1,310 191 5,779 (310) 7,089 {319) 

Municipal securities 38 (11 243 (291 281 (301 
--- ----

Total 2,157 1251 s 52,432 I (3,323) I 54,589 s {3,348) --- ---- --- ---- --- ----
Unrealized losses from fixed -income securities are primarily attributable to changes in interest rates. Management does not believe any 
remaining unrealized losses represent impairments based on our evaluation of available evidence. 

Debt Investment Maturities 

The following table outlines maturities of ou r debt investments as of June 30, 2025: 

(lnmillions) 

June 3Q 2025 

Due in one year or less 

Due after one year through five years 

Due after five years through 10 years 

Due after 10 years 

Total 

NOTE 5 - DERIVATIVES 

Adjusted Estimated 
CostB.lsis Fair Value 

35,108 34,952 

42.460 41,481 

6,530 6,424 

1,491 1,402 

85,589 84,259 

We use derivative instruments to manage risks related to foreign currencies, interest rates, equity prices, and credit; to enhance investment 
returns; and to facili tate portfo lio diversification. Our objectives for holding derivatives include reducing, eliminating, and efficiently managing 
the economic impact of these exposures as effectively as possible. Our derivative programs include strategies t hat both qual ify and do not 
qualify for hedge accounting t reatment. 

Foreign Currencies 

Certain forecasted transact ions, assets, and liabilities are exposed to foreign currency risk. We monitor our foreign currency exposures daily to 
maximize the economic effectiveness of our foreign currency hedge positions. 

Foreign currency risks related to certain Euro-denominated debt are hech:ied using foreign exchange forward contracts that are designated as 
cash flow hedging instruments. 

Certain options and forwards not designated as hedging instruments are also used to manage the variability in forei gn exchange rates on certain 
balance sheet amounts and to manage other foreign currency exposures. 

Interest Rate 

Interest rate risks related to certain f1Xed -rate debt are hedged using interest rate swaps that are designated as fair value hedging instruments to 
effectively convert t he fixed interest rates to floating interest rates. 
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Securities held in our fi)(ed-income portfolio are subj ect to different interest rate risks based on their maturities. We manage the average maturity 
of ou r fi)(ed-income portfolio to achieve economic retu rns that correlate to certain broad-based fi)(ed-income indices using opt ion, futures, and 
swap contracts. These cont racts are not designated as hedging instruments and are included in "Other contracts" in the tables below. 

Equ ity 

Securities held in our equity investments portfolio are subj ect to mar1cet p rice risk. At times, we may hold options, futures, and swap contracts. 
These contracts are not designated as hedging instruments. 

Credit 

Our fixed-income portfolio is d iversified and consists primarily of investment-grade securities. We use credit default swap cont racts to manage 
credit exposures relative to broad -based indices and to facilitate portfolio diversification. These contracts are not designated as hedging 
instruments and are included in "Other contracts" in the tables below. 

Credit-Risk-Related Contingent Features 

Certain counterparty agreements for derivative instruments contain provisions that require our issued and ou tstanding long -term unsecured 
debt to maintain an investment grade credit rating and requ ire us to maintain minimum liquidity of $1.0 b illion. To the extent we fa il to m eet 
these requirements, we will be required to post collateral, similar to the standard convention related to over-the-counter derivatives. As of June 
30, 202S, our long-term unsecured debt rating was AAA. and cash investments were in excess of $1.0 billion. As a result, no collateral was 
required to be posted. 

The following table presents the notional amounts of our outstanding derivative inst ruments measured in U.S. dollar equivalents: 

~nmillions) 

Designated as Hedging Instruments 

Foreign exchange contracts purchased 

Interest rate contract s purchased 

Not Designated as Hedging Instruments 

Foreign exchange contracts purchased 

Foreign exchange contracts sold 

Equ ity contracts purchased 

Equ ity cont racts sold 

Other contracts purchased 

Other contracts sold 

Fair Values of Derivative Instruments 

The following table presents our derivative instruments: 

~nmillions) 

Designated as Hedging Instruments 

Foreign exchange contracts 

Interest rate contract s 

Not Designated as Hedging Instruments 

Foreign exchange contracts 

Equity contracts 

Other contracts 

Gross amounts of derivatives 

Gross amounts o f derivatives offset in the balance sheets 

Cash collateral received 

Net amounts of derivatives 

Reported as 

Short-term investments 

Other current assets 

Equ ity and other investments 

Other long-term assets 

Other current liabilit ies 

Other long-term liabilities 

Total 

Derivative 

""'" 

89 

15 

248 

385 

21 

758 

(258) 

500 

10 

201 

272 

17 

500 

June 30, 
2025 

1,492 

1,150 

15,214 

43,307 

5,434 

2.189 

2.769 

1,242 

Derivative Derivative 
liabilities Assets 

June 30. 
2025 

(44) 24 

19 

(809) 213 

(983) 63 

(1) 12 

{1,837) 331 

260 (151) 

(99) 

(1,676) 180 

0 $ 12 

149 

19 

(1,639) 

(37) 

(1,676) 180 

June 30. 
2024 

1,492 

1,100 

7,167 

31,793 

4,016 

2,165 

2,113 

811 

Derivative 
Liabilities 

June 30. 
2024 

(76) 

{230) 

{491) 

(3) 

(800) 

152 

(104) 

(752) 

{401) 

{351) 

{752) 

Gross derivative assets and liabilit ies subject to legally enforceable master netting agreements for which we have elected to offset were $452 
million and $1.8 bill ion, respectively, as of June 30, 2025, and S304 million and $800 mi llion, respect ively, as of June 30, 2024. 

The following table presents the fair value of our derivatives instruments on a gross basis: 

(lnmillions) 

June 30, 2025 

Derivative assets 

Derivative liabilities 

June 30. 2024 

Derivative assets 

Derivat ive liabilit ies (1) 

Level 2 

474 

(1,832) 

327 

(799) 

Gains (losses) on derivative instruments recognized in other income (expense), net were as follows: 

(lnmillions) 

Year Ended June 30. 

Designated as Fair Value Hedging Instruments 

Interest rate contract s 

Derivatives 

Hedged items 

Designated as Cash Flow Hedging Instruments 

Foreign exchange contracts 

Amount reclassified from accumulated other comprehensive loss 

Not Designated as Hedging Instruments 

Foreign exchange contracts 

Equ ity contracts 

Other contracts 

Level 3 

283 

(5) 

2025 

(45) 

103 

(938) 

(266) 

21 

2024 

(23) 

(25) 

(48) 

367 

(177) 

(15) 

Gains (losses), net of tax, on derivative instruments recognized in ou r consolidated comprehensive income statements were as follows: 

(lnmillions) 

Year Ended June 30. 

Designated as Cash Flow Hedging Instruments 

Foreign exchange contracts 

Included in effectiveness assessment 

NOTE 6 PROPERTY AND EQUIPMENT 

The components of property and equipment were as follows: 

2025 2024 

77 (14) 

Total 

758 

(1,837) 

331 

(800) 

2023 

(65) 

38 

61 

(73) 

{420) 

(41) 

2023 

34 
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(lnmillions) 

June 30, 2025 2024 

Land 9,338 8,163 

Build ings and improvements 137,921 93,943 

Leasehold imp rovements 12,117 9,594 

Computer equipment and software 132,836 93,780 

Furniture and equipment 6,407 6,532 

Total, at cost 298,619 212,012 

Accumulated dep reciation {93,653) 06,421) 

Total, net 204,966 135,591 

During fiscal years 2025, 2024, and 2023, depreciation expense was $22.0 billion, $15.2 billion, and $ 11.0 b illion, respectively. 

As of June 30, 2025, 2024, and 2023, purchases of property and equipment remaining in accounts payable were $6.9 billion, $4.3 billion, and $3.8 
billion, respectively. As of June 30, 2025, we have committed $32.1 billion for the construction of new buildings, building improvements, and 
leasehold improvements, primarily related to datacenters. 

NOTE 7 - BUSINESS COMBINATIONS 

Activision Blizzard, Inc. 

On October 13, 2023, we completed our acquisition of Activision Blizzard, Inc. ("Activision Blizzard l for a total pu rchase price of $75.4 billion, 
consisting primarily of cash. Activision Bl izzard is a leader in game development and an interactive entertainment content publisher. The 
acquisition will accelerate the growth In our gaming business across mobile, PC, console, and cloud gaming. The financial resu lts of Activision 
Blizzard have been included in ou r consolidated financial statements since the date of the acquisition. Activision Blizzard is reported as part of 
our More Personal Computing segment. 

The allocation of t he purchase price to the assets acquired and liabil ities assumed was completed as of September 30, 2024. The major classes of 
assets and liabilities to which we have allocated the purchase price were as follows: 

(lnmillions) 

Cash and cash equivalents 12,976 

Goodwill 51,001 

Intangible assets 21,969 

Other assets 2,503 

Long-term debt (2,799) 

Long-term income taxes (1,946) 

Deferred income taxes (4,676) 

Other liabilities (3,620) 

Total purchase price 75,408 

Goodwill was assigned to our More Personal Computing segment. The goodwill was primarily attributed to increased synergies that are expected 
to be achieved from the integration of Activision Blizzard. Sub stantially al l of the goodwill is expected to be non-deductible for income tax 
purposes. 

Following are the details of the purchase price allocated to the intangible assets acquired: 

(ln millions, except average life) 

Marketing-related 

Technology-based 

Customer-related 

Fair value of intangible assets acquired 

Amount 

11,619 

9,689 

661 

21,969 

Weighted 
Average Life 

24years 

4years 

4years 

15years 

Following are the supplemental consolidated financial results of Microsoft Corporation on an unaudited proforma basis, as if the acquisition had 
been consummated o n July 1, 2022: 

(ln millions, except per share amounts) 

Year Ended June 30. 

Revenue 

Net income 

Diluted earnings per share 

2024 

247,442 

88,308 

11.82 

2023 

219,790 

71,383 

9.55 

These proforma results were based on estimates and assumptions, which we believe are reasonable. They are not the results that would have 
been realized had we been a combined company during the periods presented and are not necessarily indicative of our consolidated results of 
operations in future periods. The proforma results include adjustments related to purchase accounting, primarily amortization of intangible 
assets. Acquisition costs and other nonrecurring charges were immaterial and are included in the earliest period presented. 

NOTE 8 - GOODWILL 

Changes in the carrying amount of goodwill were as follows: 

June 30, June 30, 
(lnmillions) 2023 Acquisitions Other 2024 Acquisitions 0th~ 

Product ivity and Business Processes 31,359 0 s 2 s 31,361 0 s 96 

Intellig ent Cloud 25,676 (28) 25,648 4 1 

More Personal Computing 10,851 51,235 125 62,211 152 
-----

Total 67,886 51,235 s 99 s 119,220 0 s 289 s 
-----

We have recast certain prior period amounts to conform to the way we internally manage and monitor our business. Refer to Note 1 -
Accounting Policies for further information. 

June 30. 
2025 

31,457 

25,689 

62,363 

119,509 

The measurement periods for t he valuation of assets acquired and liabi lit ies assumed end as soon as information on the facts and circumstances 
that existed as of the acquisition dates becomes available, but do not exceed 12 months. Adjustments in purchase price allocat ions may require a 
change in the amounts allocated to goodwill during the periods in which the adjustments are determined. 

Any change in the goodwill amounts resulting from foreign currency translations and purchase accounting adjustments are presented as ·0ther" 
in the table above. Also included in ·0ther" are b usiness dispositions and transfers between segments due to reorganizations, as applicable. 

As discussed in Note 1 -Accounting Policies, du ring the first quarter o f fiscal year 2025 we made changes to our segments. These segment 
changes also resulted in changes to our reporting units. We rea llocated goodwill across impacted reporting units using a relative fair value 
approach. In addition, we completed an assessment of any potential goodwill impairment for all reporting units immediately prior to the 
reallocation and determined that no impairment existed. 

Goodwill Impairment 

We test goodwill for impairment annually on May 1 at the reporting un it level, primarily using a discounted cash flow methodology with a peer­
based, risk-adjusted weighted average cost of capital. We believe use of a discounted cash flow approach is the most reliable indicator of the fai r 
values of the businesses. 

No instances of impairment were identified in ou r May 1, 2025, May 1, 2024, or May 1, 2023 tests. As of June 30, 2025 and 2024, accumulated 
goodwill impairment was $1 1.3 billion. 

NOTE 9 INTANGIBLE ASSETS 

The components of intangible assets, all of which are finite-lived, were as follows: 

G= Net Gross Net 
Carrying Accumulated Carrying Carrying Accumulated Car,ying 

(lnmillions) Amount Amortization Amount Amount Amortization Amount 

June 30, 2025 2024 

Marketing-related 16,502 (3,901) 12,601 16,500 (3,101) 13,399 

Technology-based 22,560 (14,959) 7,601 21,913 (10,741) 11,172 

Customer-related 4,278 (2,050) 2,228 6,038 (3,051) 2,987 

Contract-based 217 (43) 174 58 (19) 39 

Total 43,557 {20,953) 2~604 44,509 (16,912} 27,597 
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No material impairments of intangible assets were identified during fiscal years 2025, 2024, or 2023. We est imate that we have no significant 
residual value related to our intangible assets. 

The components of intangible assets acquired during the periods presented were as follows: 

Weighted 

On millions) Amount Average Life Amouot 

Year Ended June 30. 2025 2024 

Marketing-related 13 10years 11,619 

Technology-based 912 9years 10,947 

Customer-related Oyears 660 

Contract-based 171 5years 38 

Total 1,096 9years 23,264 

Intangible assets amortization expense was S6.0 billion, S4.8 billion, and $2.5 billion for fiscal years 2025, 2024, and 2023, respect ively. 

The following table outlines the estimated future amortization expense related to i ntangible assets held as of June 30, 2025: 

On millions) 

Year Ending June 30, 

2026 

2027 

2028 

2029 

2030 

Thereafter 

Total 

Short-term Debt 

NffiE 10 - PEBT 

Weighted 

Average Life 

24years 

4years 

4 years 

4years 

14 years 

4,594 

2,901 

2,034 

1,851 

1,382 

9,842 

22,604 

As of June 30, 2025, we had no commercial paper issued or outstanding. As of June 30, 2024, we had $6.7 billion of commercial paper issued and 
outstanding, with a weighted average interest rate of 5.4% and maturities ranging from 28 days to 152 days. The estimated fair value of this 
commercial paper approximates its carrying value. 

Long-term Debt 

The components of long-term debt were as follows; 

Effective 
Maturities Stated Interest Interest June 30, June 30. 

On millions. issuance by calendar year) (calendar year) .... .... 2025 2024 

2009 issuance of S3.8 billion 2039 5.20% 5.24% 520 s 520 

2010 issuance of $4.8 billion 2040 4.50% 4.57% 486 486 

2011 issuance of $2.3 billion 2041 5.30% 5.36% 718 718 

2012 issuance of S2.3 billion 2042 3.50% 3.57% 454 454 

2013 issuance of $5.2 billion 2043 3.75%-4.88% 3.83%-4.92% 314 314 

2013 issuance of €4.1 billion 2028-2033 2.63%--3.13% 2.69%--3.22% 2,700 2,465 

2015 issuance of S23.8 bi llion 2025-2055 3.13%-4.75% 3.18%-4.78% 7,555 9,805 

2016 issuance of $19.8 billion 2026-2056 2.40%--3.95% 2.46%-4.03% 7,930 7,930 

2017 issuance of S 17 .1 billion 2026-2057 3.30%-4.50% 3.38%-5.49% 6,833 6,833 

2020 issuance of $10.1 billion 2030-2060 1.35%--2.68% 2.53%-5.43% 10,111 10,111 

2021 issuance of S8.2 billion 2052- 2062 2.92%--3.04% 2.92%-3.04% 8,185 8,185 

2023 issuance of S0.1 billion 2026-2050 1.35%-4.50% 5.16%-5.49% 56 56 

2024 issuance of S3.3 billion 2026-2050 1.35%-4.50% 5.16%-5.49% 3,344 3,344 

Total face value 49,206 51,221 

Unamortized discount and issuance costs {1,155) (1,227) 

Hedge fair value adjustments (aJ (36) (81) 

Premium on debt exchange {4,864) (4,976) 

Total debt 43,151 44,937 

Current portion of long-term debt (2,999) (2,249) 

Long-term debt 40,152 s 42,688 

{a) Refer to Note 5 Derivatives tor further information on the interest rare swaps related to fixed-rate debt. 

As of June 30, 2025 and 2024, the estimated fair value of long-term debt, including the current portion, was $40.4 billion and S42.3 billion, 
respectively. The estimated fair values are based o n Level 2 inputs 

Debt in the table above is comprised of senior u nsecured obl igations and ranks equally with our other outstanding obligations. Interest is paid 
semi-annually, except for the Euro-denominated debt, which is paid annually. Cash paid for interest o n our debt fo r fiscal years 2025, 2024, and 
2023 was Sl.6 billion, $1.7 billion, and S1.7 billion, respectively. 

The following table outlines maturities of our long-term debt, including t he current portion, as of June 30, 2025: 

(1nmillions) 

Year Ending June 30, 

2026 

2027 

2028 

2029 

2030 

Thereafter 

Total 

Provision for Income Taxes 

NOTE 11 - INCOME TAXES 

The components of the provision for income taxes were as follows: 

On millions) 

Year Ended June 30. 2025 

Current Taxes 

U.S. federal 14,086 

U.S. state and local 3,342 

Foreign 11,423 

Current taxes 28,851 

Deferred Taxes 

U.S. federal (6,250) 

U.S. state and local {1,087) 

Foreign 281 

Deferred taxes (7,056) 

Provision for i ncome taxes 21,795 

2024 

12,165 

2,366 

9,858 

24,389 

(4,791) 

(379) 

432 

(4,738) 

19,651 

3,000 

9,250 

2,054 

34,902 

49,206 

2023 

14,009 

2,322 

6,678 

23,009 

(6,146) 

{477) 

564 

(6,059) 

16,950 
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U.S. and foreign components of income before income taxes were as follows: 

On millions) 

Year Ended June 30, 

U.S. 

Foreign 

Income before income taxes 

Effective Tax Rate 

2025 

69,212 

S4,41S 

123,627 

2024 

62,886 

44,901 

107,787 

2023 

52,917 

36,394 

89,311 

The items accounting for the difference between income taxes computed at the U.S. federal statutory rate and our effective rate were as follows: 

Year Ended June 30. 2025 2024 2023 

Federal statutory rate 21.0% 21.0% 21.0% 

Effect of: 

Foreign earnings taxed at lower rates (1.5)% (1.4)% (1.8)% 

Foreign-derived intangible Income deduction (t.0)% (1.1)% (1.3)% 

State income taxes, net of federal benefit 1.5% 1.5% 1.6% 

Research and development credit (1.1)% (1 .1)% (1.1)% 

Excess tax benefits relating to stock-based compensation (0.9)% {1.1)% {0.7)% 

Interest, net 1.0% 1.1% 0.8% 

Other reconciling items, net (1.4)% (0.7)% 0.5% 

Effective rate 17.6% 18.2% 19.0% 

The decrease from the federal statutory rate in fiscal years 2025, 2024, and 2023 is primarily due to earnings taxed at lower rates in foreign 
j urisdictions resulting from producing and distributing our products and services through our foreign regional operations center in Ireland. In 
f iscal years 2025, 2024, and 2023, our foreign regional operating center in Ireland, which is taxed at a rate lower than the U.S. rate, generated 
81%, 83%, and 81% of our foreign income before tax. Other reconciling items, net consists primarily of tax credits and the U.S. global intangible 
low-taxed income tax. and in fiscal year 2024, includes tax benefits from tax law changes. In fisc.al year 2024, tax benefits from tax law changes 
primarily relate to the delay of the effective date of final foreign tax credit regulations. In fiscal years 2025, 2024, and 2023, there were no 
individually significant other reconciling items. 

The decrease in our effective tax rate for fiscal year 2025 compared to fiscal year 2024 was due to changes in the mix of our earnings and tax 
expenses between the U.S. and foreign countries. The decrease in our effective tax rate for fiscal year 2024 compared to fiscal year 2023 was 
primarily due to tax benefits from tax law changes, including the delay of the effective date of final foreign tax credit regulations. 

The components of the deferred income tax assets and liabilities were as follows: 

On millions) 

June 30, 

Deferred Income Tax Assets 

Stock-based compensation expense 

Accruals, reserves, and other expenses 

Loss and credit carryforwards 

Amortization 

Leasing liabilities 

Unearned revenue 

Book/tax basis differences in investments and debt 

Capitalized research and development 

Other 

Deferred income tax assets 

Less valuation allowance 

Deferred income tax assets, net of valuation allowance 

Deferred Income Tax Liabilities 

Leasing assets 

Depreciation 

Deferred tax on foreign earnings 

Other 

Deferred income tax liabilities 

Net deferred income tax assets 

Reported As 

Other long-term assets 

Long-term deferred income tax liabil ities 

Net deferred income tax assets 

2025 2024 

909 765 

5,050 4,381 

2,114 1,741 

4,118 4,159 

12,874 6,504 

4,324 3,717 

303 

16,891 11,442 

529 426 

47,112 33,144 

(1,169) (1,045) 

45,943 32,099 

(12,696) (6,503) 

(5,699) (3,940) 

(1,148) (1,837) 

(127) {167) 

(19,670) (12,447) 

26,273 19,652 

29,108 22,270 

(2,835) (2,618) 

26,273 19,652 

Deferred income tax balances reflect the effects of temporary differences between the carrying amounts of assets and liabilities and their tax 
bases and are stated at enacted tax rates expected to be in effect when the taxes are paid or recovered. 

As of June 30, 2025, we had federal, state, and foreign net operat ing loss carryforwards of $390 million, S836 million, and S2.6 billion, 
respectively. The federal and state net operating loss carryforwards have varying expiration dates rang ing from fiscal year 2026 to 204S or 
indefinite carryforward periods, if not utilized. The majority of our foreign net operating loss carryforwards do not expire. Certain acquired net 
operat ing loss carryforwards are subject to an annual limi tation but are expected to be realized with the exception of those which have a 
valuation allowance. As of June 30, 2025, we had S816 million federal capital loss c.arryforwards for U.S. tax purposes. The federal c.apital loss 
carryforwards will expire in fiscal year 2030 if not utilized. 

The valuation allowance disclosed in the table above relates to the foreign net operating loss c.arryforwards, federal c.api tal loss carryforwards, 
and other net deferred tax assets that may not be realized. 

Income taxes paid, net of refunds, were $28.7 billion, S23.4 billion, and S23.1 billion in fiscal years 2025, 2024, and 2023, respectively. 

Uncertain Tax Positions 

Gross unrecognized tax benefits related to uncertain tax positions as o f June 30, 202S, 2024, and 2023, were S24.7 billion. S22.8 billion, and S17.1 
bill ion, respectively, which were primarily included in long-term income taxes in our consolidated balance sheets. If recognized, the resulting tax 
benefit would affect our effective tax rates for fiscal years 2025, 2024, and 2023 by S21.2 billion, S19.6 billion, and $14.4 billion. respectively. 

As of June 30, 2025, 2024, and 2023, we had accrued interest expense related to uncertain tax posit ions of $8.2 billion, $6.8 billion, and SS.2 
billion, respect ively, net of income tax benefits. The provision for income taxes for fiscal years 2025, 2024, and 2023 included interest expense 
related to uncertain tax positions of Sl .3 billion, St.5 billion, and S918 million, respectively, net of income tax benefits. 

The aggregate changes in the gross unrecognized tax benefits related to uncertain tax positions were as follows: 

On millions) 

Year Ended June 30. 2025 2024 2023 

Beginning unrecognized tax benefits 22,760 17,120 15,593 

Decreases related to settlements (240) (76) (329) 

Increases for tax positions related to the current year 2,066 1,903 1,051 

Increases for tax positions related to prior years 468 4,289 870 

Decreases for tax positions related to prior years (300) (464) (60) 

Decreases due to lapsed statutes of limitations (25) {12) (SJ ----
Ending unrecognized tax benefits 24,729 22,760 17,120 ----

We remain under audit by the IRS fortax years 2014 to 2017. With respect to the audit fortax years 2004 to 2013, on September 26, 2023, we 
received Notices of Proposed Adjustment ("NOPAs1 from the IRS. The primary issues in the NOPAs relate to intercompany transfer pricing. In the 
NOPAs, the IRS is seeking an addit ional tax payment of $28.9 billion plus penalties and interest. As of June 30, 2025, we believe our allowances 
for income tax contingencies are adequate. We disagree with the proposed adjustments and will vigorously contest the NOPAs through the IRS's 
administrative appeals office and, if necessary, judicial proceedings. We do not expect a final resolution of these issues in the next 12 months. 
Based on the information currently available, we do not anticipate a signific.ant increase or decrease to our income tax contingencies for these 
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issues within the next 12 months. 

We are subject to income tax in many jurisdictions outside the U.S., some of which are currently under audit by local tax authorities. The 
resolution of these audits is not expected to be material to our consolidated financial statements. Our operations in Ireland remain subject to 
examination for tax years 2020 and thereafter. 

Unearned revenue by segment was as follows: 

(lnmillions) 

June 30, 

Productivity and Business Processes 

Intelligent Cloud 

More Personal Computing 

Total 

NOTE 12 UNEARNED REVFNIJE 

2025 

50,567 

14,022 

2,676 

67,265 

2024 

43,599 

13,683 

2,902 

60,184 

We have recast certain prior period amounts to conform to the way we internally manage and monitor our business, Refer to Note 1 -
Account ing Policies for further information. 

Changes in unearned revenue were as follows· 

(ln millions) 

Year Ended June 30, 2025 

Balance, beginning of period 

Deferral of revenue 

Recognition of unearned revenue 

Balance, end of period 

60,184 

186,957 

(179,876) 

67,265 

Revenue allocated to remaining performance obl igations. which includes unearned revenue and amounts that will be invoiced and recognized as 
revenue in future periods, was S375 bi llion as of June 30, 2025, of which $368 billion is related to the commercial portion of revenue. We expect 
to recognize approximately 40% of our total company remaining performance obligat ion revenue over the next 12 months and the remainder 
thereafter. 

NOTE 13 - I EASES 

We have operating and finance leases for datacenters, corporate offices. research and development facilities, Microsoft Experience Centers, and 
certain equipment. Our leases have remaining lease terms of less than 1 year to 20 years, some of which include options to extend the leases for 
up to 5 years, and some of which include options to terminate the leases within 1 year. 

The components of lease expense were as follows: 

(lnmillions) 

Year Ended June 30, 

Operating lease cost 

Finance lease cost: 

Amortization of right-of-use assets 

Interest on lease liabilities 

2025 

5,524 

2024 

3,555 

2023 

2,875 

S 3,408 S 1,800 S 1,352 

1,417 734 501 
-----------------------------

Total finance lease cost 

Supplemental cash flow information related to leases was as follows: 

On millions) 

Year Ended June 30. 

Cash paid for amounts included in the measurement of lease li abilities: 

Operating cash flows from operating leases 

Operating cash flows from finance leases 

Financing cash flows from finance leases 

Right-of-use assets obtained in exchange for lease obligations: 

Operating leases 

Finance leases 

Supplemental balance sheet information related to leases was as follows: 

On millions, except lease term and discount rate) 

June 30, 

Operating leases 

Operating lease right-of-use assets 

Other current liabilities 

Operating lease liabilities 

Total operating lease liabilities 

~inance leases 

Property and equipment, at cost 

Accumulated depreciation 

Property and equipment, net 

Other current liabilities 

Other long-term liabilities 

Total finance lease liabilities 

~ighted Average Remaining lease Term 

Operating leases 

Finance leases 

~ighted Average Discount Rate 

Operating leases 

Finance leases 

The following table outlines maturities of our lease liabilities as of June 30, 2025: 

On millions) 

Year Ending June 30, 

2026 

2027 

2028 

2029 

2030 

Thereafter 

Total lease payments 

less imputed interest 

Total 

4,825 S 2,534 S 1,853 

2025 2024 2023 

4,931 s 3,550 2,706 

1,372 734 50 1 

2,283 1,286 1,056 

7,826 6,703 3,514 

20,511 11,633 3,128 

2025 2024 

24,823 18,961 

5,424 3,580 

17,437 15,497 

22,861 19,077 

53,876 32,248 

(9,861) (6,386) 

44,015 25,862 

3,172 2,349 

43,000 24,796 

46,172 27,145 

6 years 7 years 

13 years 12 years 

3.5% 3.3% 

4,2% 3.9% 

Operating Finance 
Leases leases 

6,111 5,008 

5,237 5,157 

3,495 5,187 

2,419 4,521 

2,017 4,382 

6,202 36,251 

25,481 60,506 

(2,620) (14,334) 

22,861 46,172 

As of June 30, 2025, we had additional leases, primarily for datacenters, that had not yet commenced of S92.7 billion, These leases will commence 
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between fiscal year 2026 and fiscal year 2031 with lease terms of t year to 20 years. 

NOTE 14 CONTINGENCIES 

Irish Data Protection Commission Matter 

In 2018, the Irish Data Protection Commission ("IDPC") began investigating a complaint against Linkedln as to whether linked In's targeted 
advertising practices violated the recently implemented European Union General Data Protection Regulation ("GDPR"). Microsoft cooperated 
throughout the period of inquiry. ln October 2024, the IDPC provided Linkedln with a final decision alleging GDPR violations and assessing a fine. 
In November 2024, Linkedln appealed t he final decision to the Irish courts, and the next hearing is scheduled fo r December 2025. 

Other Contingencies 

We also are subject to a variety of other claims and suits that arise from time to time in t he ordinary course of our business. Although 
management currently believes that resolving claims against us, individually or in aggregate, will not have a material adverse impact in our 
consolidated financial statements, these matters are subject to inherent uncertainties and management's view of these matters may change in 
the future. 

As of June 30, 2025, we accrued aggregate legal liabilities of SS41 million. While we intend to defend these matters vigorously, adverse outcomes 
that we estimate could reach approximately S600 million in aggregate beyond recorded amounts are reasonably possible. Were unfavorable final 
outcomes to occur, there exists the possibility of a material adverse impact in our consolidated financial statements for the period in which the 
effects become reasonably estimable. 

Shares Outst anding 

Shares of common stock outstanding were as follows: 

~nmillions) 

Year Ended June 30. 

Balance, beginning of year 

Issued 

Rep urchased 

Balance, end of year 

Share Repurchases 

NOTE 15 STOCKHOLDERS' EQUITY 

2025 

7,434 

31 

{31) 

7,434 

2024 

7,432 

34 

(32) 

7,434 

2023 

7,464 

37 

(69) 

7,432 

On September 14, 2021, om Board of Directors approved a share repurchase program authorizing up to S60.0 billion in share repu rchases. This 
share repurchase program commenced in November 2021 and was comp leted in April 2025. 

On September 16, 2024, our Board of Directors approved a share repurchase program authorizing up to $60.0 billion in share repurchases. This 
share repurchase program commenced in April 2025, following completion of the program app roved on September 14, 2021, has no expirat ion 
date, and may be terminated at any t ime. As of Ju ne 30, 2025, $57.3 billion remained of th is S60.0 bi llion share repurchase program. 

We repurchased the following shares of common stock under the share repurchase programs: 

~nmillions) 

Year Ended June 30. 

First Quarter 

Second Quarter 

Thi rd Quarter 

Fourth Quarter 

Total 31 

Amount Sh.1res 

2025 

2,800 ,, 
3,500 

3,500 

3,200 

13,000 32 

Amount Shares Amount 

2024 2023 

3,560 17 4,600 

2,800 20 4,600 

2,800 18 4,600 

2,800 14 4,600 

11,960 69 18,400 

All repurchases were made using cash resources. Shares repurchased during the fou rth quarter of fiscal year 2025 were under the share 
repurchase programs approved on September 14, 2021 and September 16, 2024. All other shares repurchased were under the share repurchase 
program approved on September 14, 2021. The above table excludes sha res repurchased to settle employee tax withholding related to the 
vesting of stock awards of S5.4 bi llion, S5.3 billion, and $3.8 billion for fiscal years 2025, 2024, and 2023, respectively. 

Dividends 

Our Board of Directors declared the following dividends: 

Dividend 
Declaration Date Record Date Payment Date Per Share Amount 

Fiscal Year 2025 {In millions) 

September 16, 2024 November 21, 2024 December 12, 2024 0.83 6,170 

December 3, 2024 February 20, 2025 March 13, 2025 0.83 6,169 

March 11, 2025 May 15, 2025 June 12, 2025 0.83 6,169 

June 10, 2025 August 21, 2025 September 11, 202S 0.83 6,170 

Total 3.32 24,678 

Fiscal Year 2024 

September 19, 2023 November 16, 2023 December 14, 2023 0.7S 5,574 

November 28, 2023 February 15, 2024 March 14, 2024 0.75 5,573 

March 12, 2024 May 16, 2024 June 13, 2024 0.7S 5,574 

June 12, 2024 August 15, 2024 September 12, 2024 0.75 5,574 

Total 300 22,295 

The dividend declared on June 10, 2025 was included in other current liabilities as of June 30, 2025. 

NOTE 16 ACCUMlJlATFP OTHER WMPREHFNSIVE INCOME (I.QSS) 

The following table summarizes the changes in accumulated other comp rehensive income (loss) by component: 

~n millions) 

Year Ended June 30, 

Derivatives 

Balance, begin ning of period 

Unrealized gains (losses), net of tax of $20, S(4), and S9 

Reclassification adjustments for (gains) losses includ ed in other income (expense), net 

Tax expense (benefit) i ncluded i n provision for income taxes 

Amounts reclassified from accumulated other comprehensive loss 

Net change related to derivatives, net of tax of S(1), $6, and $(4) 

Balance, end of period 

lnY6tments 

Balance, begin ning of period 

Unrealized gains (losses), net of tax of $411, $247, and S(393) 

Reclassification adjustments for losses included In other income (expens.e), net 

Tax benefit included in provision for income taxes 

Amounts reclassified from accumulated other comprehensive loss 

Net change related to investments. net of tax of S414, $258, and $(373) 

Balance, end of period 

Translation Adjustments and Other 

Balance, begin ning of period 

Translation adjustments and other, net of tax of S8, SO, and SO 

Balance, end of period 

Accumulated other comprehensive loss, end of period 

NOTE 17-EMPIOYEE SIDCKANP SAYINGS PIANS 

2025 

(3) 

77 

(103) 

21 

(82) 

(SJ 

(8) 

S (2,625) 

1,560 

17 

(3) 

14 

1,574 

S (1,051) 

S (2,962) 

674 

S (2,288) 

S (3,347) 

2024 2023 

s (27) (13) 

(14) 34 

48 (61) 

(10) 13 
------

38 (48) 
------

24 (14) 
------

s (3) (27) 
------

S (3,582) $ (2,138) 

915 (1,523) 

53 99 

(11) (20) 
------

42 79 
------

957 (1,444) 
------

S (2,625) $ {3,582) 
------

S (2,734) $ (2,527) 

(228) (207) 
------

S (2,%2) S (2,734) 
------

S (5,590) $ (6,343) 
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We grant stock-based compensation to employees and directors. Awards that expire or are canceled without delivery of shares generally become 
available for issuance under the plans. We issue new shares of Microsoft common stock to satisfy vesting of awards granted under o ur stock 
plans. We also have an ESPP for all eligible employees. 

Stock-based compensation expense and rel ated income tax benefits were as follows: 

(lnmiHions) 

Year Ended June 30. 

Stock-based compensation expense 

Income tax benefit s related to stock-based compensation 

Stock Plans 

2025 

11,974 

2,027 

2024 

10,734 

1,826 

2023 

9,611 

1,651 

Stock awards entitle the holder to receive shares of Microsoft common st ock as the award vests. Stock awards generally vest over a service 
period of four years or five years. 

Executive Incentive Plan 

Under the Executive Incentive Plan, the Compensation Committee approves stock awards to executive officers and certain senior executives. 
RSUs generally vest ratably over a service period of four years. PSUs generally vest over a performance period of three years. The number of 
shares the PSU holder receives is based on the extent to which the corresponding performance goals have been achieved. 

Activity for All Srock Plans 

The fair value of stock awards was estimated on the date of grant using the following assumptions: 

Year Ended June 30. 

Dividends per share {quarterly amounts) 

Interest rates 

2025 

0.75 - 0.83 

3.4% - 5.5% 

2024 

0.68 - 0.75 

3.8% - 5.6% 

2023 

0.62- 0.68 

2.0% - 5.4% 

During fiscal year 2025, t he following activity occurred under our stock plans: 

Shares 
Weighted Average 

Grant-Date Fair Value 

Stodc Awards 

Nonvested balance, beginning of year 

Granted {aJ 

Vested 

Forfeited 

Nonvested balance, end of year 

(In millions) 

88 

39 

(38) 

(7) 

82 

292.28 

413.90 

293.25 

317.23 

347.44 

(a) lncfudes 1 million of PS Us granted at target and performance adjustments above target levels for each of the fiscal years 2025, 2024, and 
2023. 

As of June 30, 2025, total unrecognized compensation costs related to stock awards were S21.6 billion. These costs are expected to be 
recognized over a weighted average period of three years. The weighted average grant-date fair value of st ock awards granted was S413.90, 
S339.46, and $252.59 for fiscal years 2025, 2024, and 2023, respectively. The fair value of stock awards vested was S16.2 billion, S16.0 billion, and 
S11.9 billion, for fiscal years 2025, 2024, and 2023, respectively. As of June 30, 2025, an aggregate of 98 mill ion shares were authorized for future 
grant under our stock plans. 

Employee Stock Purchase Plan 

We have an ESPP for all eligible employees. Shares of our common stock may be purchased by employees at th ree-month intervals at 90% of the 
fair market value on the last trading day of each three-month period. Employees may purchase shares having a value not exceeding 15% of their 
gross compensation during an offering period. 

Employees purchased the following shares during the periods presented: 

(Shares in millions) 

2025 2024 Year Ended June 30. 

Shares purchased 

Average price per share 385.10 339.46 

As of June 30, 2025, 62 million shares of our common stock were reserved for future issuance through the ESPP. 

Savings Plans 

2023 

245.59 

We have savings plans in the U.S. that qualify under Section 401 {k) of the Internal Revenue Code, and a number of savings plans in international 
locations. Eligible U.S. employees may contribute a portion of their salary into the savings plans, subject to certain limitations. We match a 
portion of each dollar a participant contributes into the plans. Employer-funded retirement benefits for all plans were $1.8 billion, S1.7 billion, 
and S1.6 billion in fiscal years 2025, 2024, and 2023, respectively, and were expensed as contributed. 

NillE 18 SEGMENT INFORMATION AND GEOGRAPHIC PATA 

In its operatio n of the business, management. including our chief operating decision maker ("CODM-), who is also our Chief Executive Officer, 
reviews certain financial information, including segmented internal profit and loss statements. The primary profitability measure used by the 
CODM to review segment operating results is operating income. The COOM uses operating income to allocate resources during our annual 
planning process and throughout t he year, as well as to assess the performance of our segments, primarily by monitoring actual results 
compared to prior periods and expected results. During t he periods presented, we reported our financial performance based on the following 
segments: Productivity and Business Processes, Intelligent Cloud, and More Personal Computing. 

We have recast certain prior period amounts to conform to the way we in ternally manage and monitor our business. Refer to Note 1 -
Account ing Policies for further information. 

Our reportable segments are described below. 

Productivity and Business Processes 

Our Productivity and Business Processes segment consists of products and services in our portfolio of productivity, communication, and 
information services, spanning a variety of devices and p latforms. This segment primarily comprises: 

• Microsoft 365 Commercial products and cloud services, including Microsoft 365 Commercial cloud, comprising Microsoft 365 
Commercial, Enterprise Mobility + Security, the cloud portion of Windows Commercial, the per-user portion of Power Bl, Exchange, 
SharePoint Microsoft Teams, Microsoft 365 Security and Compliance, and Microsoft 365 Copilot; and Microsoft 365 Commercial products, 
comprising Windows Commercial on-premises and Office licensed on-premises. 

• Microsoft 365 Consumer products and cloud services, inclu ding Microsoft 365 Consumer subscriptions, Office licensed o n-premises, and 
other consumer services. 

• Linkedln, including Talent Solutions, Marketing Solutions, Premium Subscriptions, and Sales Solutions. 

• Dynamics products and cloud services, including Dynamics 365, comprising a set of intelligent cloud-based applications across ERP, 
CRM, Power Apps, and Power Automate; and on -premises ERP and CRM applications. 

Intelligent Cloud 

Our Intelligent Cloud segment consists of our public, private, and hybrid server products and cloud services that power modern business and 
developers. Th is segment primarily comprises: 

• Server products and cloud services, including Azure and other cloud services, comprising cloud and Al consumption -based services, 
GitHub cloud services, Nuance Healthcare cloud services, virtual desktop offerings, and other cloud services; and Server products, 
comprising SOL Server, Windows Server, Visual Studio, System Center, related Client Access Licenses ("CAL.s1, and other on-premises 
offerings. 

• Enterprise and partner services, including Enterprise Support Services, Industry Solutions, Nuance professional services, Microsoft Partner 
Network, and Learning Experience. 

More Personal Computing 

Our More Personal Computing segment consists of products and services that put customers at the center of the experience with our 
technology. This segment primarily comprises: 

• Windows and Devices, including Windows OEM licensing (Windows Pro and non-Pro licenses sold through the OEM channel) and 
Devices, comprising Surface and PC accessories. 

• Gaming , including Xbox hardware and Xbox content and services, comprising first- and third-party content (including games and in­
game content), Xbox Game Pass and other subscriptions, Xbox Cloud Gaming, advertising, and other cloud services. 

• Search and news advertising , comprising Bing and Copilot Microsoft News, Microsoft Edge, and third-party affi liates. 

Revenue and costs are generally d irectly attributed to our segments. However, due to the integrated structure of our business, certain revenue 
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recognized and costs incurred by one segment may benefit other segments. Revenue from certain contracts is allocated among the segments 
based on the relative value of the underlying products and services, which can include allocation based on actual prices charged, prices when 
sold separately, or estimated costs plus a profit margin. Cost of revenue is allocated in certain cases based on a relative revenue methodology. 
Operating expenses that are allocated primarily include those relating to market ing of products and services from which multiple segments 
benefit and are generally allocated based on relative gross margin. 

In addition, certain costs are incurred at a corporate level and allocated to our segments. These allocated costs generally include legal, including 
settlements and fines, information technology, human resources, finance, excise taxes. field selling, shared facilities services, customer service and 
support, and severance incurred as part of a corporate program. Each allocation is measured differently based on the specific facts and 
circumstances of the costs being allocated and is generally based on relative gross margin or relat ive headcount. 

Segment revenue, cost of revenue, operating expenses, and operating income were as follows during the periods presented: 

(lnmillions) 

Ye.:1r Ended June 30. 2025 2024 2023 

Productivity .:1nd Business Processes 

Revenue 120,810 106,820 94,151 

Cost of revenue 22,422 19,611 17,202 

Oper.:1ting expenses 28,615 27,548 26,875 

Oper.:1ting Income 69,773 59,661 50,074 

Intelligent Cloud 

Revenue 106,265 87,464 72,944 

Cost of revenue 40,171 29,611 24,109 

Oper.:1ting expenses 21,505 20,040 20,424 

Operating Income 44,589 37,813 28,411 

More Personal Computing 

Revenue 54,649 50,838 44,820 

Cost of revenue 25,238 24,892 24,552 

Operating expenses 15,245 13,987 10,230 

Operating Income 14,166 11,959 10,038 

Tol.:1I 

Revenue 281,724 245,122 211,915 

Cost of revenue 87,831 74,1 14 65,863 

Operating expenses 65,365 61,575 57,529 

Operating Income 128,528 109,433 88,523 

No sales to an individual customer or country other than the United States accounted for more than 10% of revenue for fiscal years 2025, 2024, 
or 2023. Revenue, classified by the major geographic areas in which our customers were located, was as follows: 

(lnmillions) 

Ye.:1r Ended June 30. 

United States (a ) 

Other countries 

Total 

2025 

144,546 

137,178 

281,724 

2024 

124,704 

120,418 

245,122 

2023 

106,744 

105,171 

211,915 

{a) Includes billings to OE Ms and certain multinational organizations bec.:wse of the nature of these businesses and the impracticability of 
determining the geographic source of the revenue. 

Revenue, classified by significant product and service offerings, was as follows: 

(lnmillions) 

Year Ended June 30. 

Server products and cloud services 

Microsoft 365 Commercial products and cloud services 

Gaming 

Linked In 

Windows and Devices 

Search and news advertising 

Dynamics products and cloud services 

Enterprise and partner services 

Microsoft 365 Consumer products and doud services 

Other 

Total 

2025 

98,435 

87,767 

23,455 

17,812 

17,314 

13,878 

7,827 

7,760 

7,404 

72 

281,724 

2024 2023 

79,828 65,007 

76,969 66,949 

21,503 15,466 

16,372 14,989 

17,026 17,147 

12,306 12,125 

6,831 5,796 

7,594 7,900 

6,648 6,417 

45 119 

245,122 21 1,915 

Our M icrosoft Cloud revenue, which includes Microsoft 365 Commercial cloud, Azure and other cloud services, the commercial portion of 
Linkedln, and Dynamics 365, was S168.9 billion, $137.7 b illion, and $1 11.6 billion in fiscal years 2025, 2024, and 2023, respectively. These amounts 
are included in Microsoft 365 Commercial products and cloud services, Server products and cloud services, Linkedln, and Dynamics products and 
cloud services in the table above. 

Assets are not allocated lo segments for interna l reporting presentations. A portion of amortization and depreciation is included with various 
other costs in an overhead allocation to each segment. It is impracticable for us to separately identify the amount of amortization and 
depreciation by segment that is included in the measure of segment profit or loss. 

Long-lived assets, excluding financia l instruments and tax assets, classified by the location of the controlling statutory company and with 
count ries over 10% of the total shown separately, were as follows: 

(ln millions) 

June 30, 

United States 

Other countries 

Total 

Auditor's Report 
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Stockholders and the Board of Directors of Microsoft Corporation 

Opinion on the Financial Statements 

2025 

230,069 

141,833 

371,902 

2024 

186,106 

115,263 

301,369 

2023 

114,380 

72,859 

187,239 

We have audited the accompanying consolidated balance sheets of Microsoft Corporation and subsidiaries {the · companyl as of June 30, 2025 
and 2024, the related consolidated statements of income, comprehensive income, cash flows, and stockho lders' equity, for each of the three 
years in the period ended June 30, 2025, and the related notes (collectively referred to as the "financial statements"). In our opinion, the financial 
statements present fairly, in all materia l respects, the financial position of the Company as of June 30, 2025 and 2024, and the results o f its 
operations and its cash flows for each of the three years in the period ended June 30, 2025, in conformity with accounting principles generally 
accepted in the United States of America. 

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States) (PCAOB), the 
Company·s internal control over financial reporting as of June 30, 2025, based on criteria established in Internal Control - Integrated Frameworf< 
(2013) issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated July 30, 2025, expressed an 
unqualified opinion on the Company's internal control over financial reporting. 

Basis for Opinion 

These financial statements are the responsibility of the Company's management. Our responsibility is to express an opinion on the Company's 
financial statements based on our audits. We are a public accounting firm registered with the PCAOB and are required to be independent with 
respect to the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities and 
Fvrh ;mnP Onmmi~~inn ;mrl lhP PCAOR 
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We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of material misstatement. whether due to error or fraud. Our audits 
included performing procedures to assess the risks of material misstatement of the financial statements, whether due to error or fraud, and 
performing procedures that respond to those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and 
disclosures in the financial statements. Our audits also included evaluating the accounting principles used and significant estimates made by 
management, as well as evaluating the overall presentation of the financial statements. We believe that our audits provide a reasonable basis for 
our opinion. 

Critical Audit Matters 

The critical audit matters communicated below are matters arising from t he current-period audit of the financial statements that were 
communicated o r required to be communicated to the audit committee and that {1) relate to accounts o r d isclosures that are material to the 
financial statements and (2) involved our especially challenging, subj ective, or complex judgments. The communication of critical audit matters 
does not alter in any way our opinion on the financial statements, taken as a whole, and we are not, by communicating the crit ical audit matters 
below, providing separate opinions on the critical audit matters or on the accounts or disclosures to which they relate. 

Revenue Recognition - Refer to Note 1 to the financial statements 

cn-tical Audit Matter Description 

The Company recognizes revenue upon transfer of control of promised products or services to customers in an amount that reflects the 
consideration the Company expects to receive in exchange for those products or services. The Company offers customers the ability to acquire 
multiple licenses of software products and services, including cloud-based services, in its customer agreements through its volume licensing 
programs. 

Significant judgment is exercised by the Company in determining revenue recognition for certain customer agreements, and includes the 
following: 

• Determination of whether products and services are considered distinct performance obligations that should be accounted for separately 
versus together, such as software licenses and related services that are sold with cloud-based services. 

• The pattern of delivery (i.e., timing of when revenue is recognized) for each distinct performance obligation. 

• Ident ification and treatment of contract terms that may impact the timing and amount of revenue recognized (e.g., variable consideration, 
optional purchases, and free services). 

• Determinat ion of stand-alone selling prices for each distinct perfo rmance obligat ion and for products and services that are not sold 
separately. 

Given these factors and due to the volume of transactions, the related audit effort in evaluating management"sjudgments in determining 
revenue recognition for certain customer agreements was extensive and required a high degree of auditor j udgment. 

How the Critical Audit Marter Was Addressed in the Audit 

Our principal audit procedures related to the Company's revenue recognition for certain customer agreements included the following: 

• We tested the effectiveness of controls related to the ident ification of distinct performance obligations, the determination of the timing of 
revenue recognition, and the estimation of variable consideration. 

• We evaluated management's significant accounting policies related to certain customer agreements for reasonableness. 

• We selected a samp le of customer agreements and performed the following procedures: 

o Obtained and read contract source documents for each selection, including master agreements, and other documents that were part of 
the agreement. 

o Tested management"s identificati on and treatment of contract terms. 

o Assessed the terms in the customer agreement and evaluated the appropriateness of management"s application of their accounting 
policies, along with their use of estimates, in the determination of revenue recognition conclusions. 

• We evaluated the reasonableness of management's estimate of stand-alone selling prices for products and services that are not sold 
separately. 

• We tested the mathematical accuracy of management's calculations o f revenue and the associated timing of revenue recognized in the 
financial statements. 

Income Taxes - Uncertain Tax Positions - Refer to Note 11 to the financia-1 statements 

Critical Audit Matter Description 

The Company's long-term income taxes liability includes uncertain tax positions related to transfer pricing issues that remain unresolved with the 
Internal Revenue Service ("IRS/ . The Comp any remains under IRS audit. o r subject to IRS audit , for tax years subsequent to 2003. During fiscal 
year 2024, the Company received Notices of Proposed Adj ustments ("NOPAs") for the tax years 2004 to 2013, primarily related to intercompany 
transfer pricing. While the Company has settled a portion of the IRS audits, resolution of the remaining matters could have a material imp act on 
the Company's financial statements. 

Conclusions on recognizing and measuring uncertain tax positions involve significant estimates and management judgment and include complex 
considerations of the Internal Revenue Code, related regulations, tax case laws, and prior-year audit settlements. Given the complexi ty and the 
subjective nature of certain transfer pricing issues that remain unresolved with the IRS, evaluating m anagement's estimates relating to their 
determination of uncertain tax positions required a high degree of auditor judgment, including involvement of our tax specialists. 

How the Cn'tical Audit Matter Was Addressed in the Audit 

Our principal audit procedures to evaluate management"s estimates of uncertain tax positions related to unresolved transfer pricing issues 
included the following: 

• We evaluated managemenrs methods and assumptions used in the measurement and disclosure of uncertain tax positions. which included 
testing the effectiveness of the related internal controls. 

• We tested the reasonableness of managemenrs judgments regarding the futu re resolution of uncertain tax positions, as follows: 

o We evaluated whether management had appropriately considered new information that could significantly change the measurement of 
the uncertain tax positions. 

o We evaluated the reasonableness of management's estimates by considering how changes in tax law, including statutes, regulations, and 
recent case law, impacted management"s judgments. 

• We evaluated the appropriateness of the disclosures in relation to the underlying facts, judgments, and conclusions. 

/ s/ DELOITTE & TOUCHE LLP 

Seattle, Washington 
July 30, 2025 

We have served as the Company·s auditor since 1983. 

Controls & Procedures 
CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE 

Not applicable. 

CONTROLS AND PROCEDURES 

Under the supervision and with the participation of our management, including the Chief Executive Officer and Chief Financial Officer, we have 
evaluated the effectiveness of our disclosure cont rols and procedures as required by Exchange Act Rule 13a-15(b) as o f the end of the period 
co vered by this report. Based on that evaluation, the Chief ExectJtive Officer and Chief Financial Officer have concluded that these disclosure 
controls and procedures are effective. 

REPORT OF MANAGEMENT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

Our management is responsible for establ ishing and maintaining adequate internal control over financial reporting for the Company. Internal 
control over financial reporting is a process to provide reasonable assurance regarding the reliability of our financial reporting for external 
purposes in accordance with accounting principles generally accepted in the United States of America. Internal control over financial reporting 
includes maintaining records that in reasonable detail accurately and fairly reflect our transactions; providing reasonable assurance that 
transact ions are recorded as necessary for preparation of our consolidated financial statements; providing reasonable assurance that receipts and 
expenditures of company assets are made in accordance with management authorization; and providing reasonable assurance that unauthorized 
acquisition, use, or disposition of company assets that could have a material effect on our consolidated financial statements would be prevented 
or detected on a timely basis. Because of its inherent limitations, internal control over financial reporting i s not intended to provide absolute 
assurance that a misstatement of our consolidated financial statements would be prevented o r detected. 

Management conducted an evaluation of the effecti veness of our internal control over financial reporting based on the framework in Internal 
Control - Integrated Framework (2013Jissued by the Committee of Sponsoring Organizations of the Treadway Commission. Based on this 
evaluation, management concluded that the Company's internal cont rol over financial reporting was effective as of June 30, 2025. There were no 
changes in our internal control over financial reporting during the quarter ended June 30, 2025 that have materially affected, or are reasonably 
likely to materially affect. our internal control over financial reporting. Deloitte & Touche LLP has audited ou r internal control over financial 
reporting as of June 30, 2025; their report follows. 



Page 29 of 30

To the Stockholders and the Board of Directors of Microsoft Corporation 

Opinion on Internal Control over Financial Reporting 

We have audited the internal control over financial reporting of Microsoft Corporation and subsidiaries (the · company") as of June 30, 2025, 
based on criteria established in lnrernal Conrrol - Integrated Framework (2013Jissued by the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO). In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting 
as of June 30, 2025, based on criteria established in Internal Control- Integrated Framework (2013) issued by COSO. 

We have also aud ited , in accordance with the standards of the Public Company Accounting Oversight Board {United States) (PCAOB), the 
consolidated financial statements as of and for the year ended June 30, 2:025, of the Company and our report dated July 30, 2025, expressed an 
unqualified opinion on those financial statements. 

Basis for Opinion 

The Company's management is responsible for maintaining effective internal control over financial reporting and for i ts assessment of the 
effectiveness of internal control over financial reporting, included in the accompanying Report of Management on Internal Control over Financial 
Reporting. Our responsibility is to express an opinion on the Company's internal control over financial reporting based on our audit. We are a 
public accounting firm reg istered with the PCAOB and are required to be independent with respect to the Company in accordance with the U.S. 
federal securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the PCAOB. 

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we plan and perform the audit to obtain 
reasonable assurance about whether effective internal control over financial reporting was maintained in all material respects. Our audit i ncluded 
obtaining an understanding of internal control over financial reporting , assessing the risk that a material weakness exists. testing and evaluating 
the design and operating effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered 
necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 

Definition and Limitations of Internal Control over Financial Reporting 

A company's internal control over fi nancial reporting is a process designed to provide reasonable assurance regard ing the reliabi lity of financial 
reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A 
company's internal control over financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in 
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance 
that transactions are recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting 
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of management and 
directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or 
dispositi on of the company's assets that could have a material effect on the financial statements. 

Because of its inherent limitat ions, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any 
evaluation of effectiveness to future periods are subject to the risk that control s may become inadequate because of changes in conditions, or 
that the degree of compliance with the policies or procedures may deteriorate. 

/s/ DELOITTE & TOUCHE LLP 

Seattle, Washington 
July 30, 2025 

Directors & Officers 
DIRECTORS AND EXECUTIVE OFFICERS OF MICROSOFT CORPORATION 
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Satya Nadella 
Chairman and Chief Executive Officer, 
Microsoft Corporation 

Reid G. Hoffman 4 

Partner, Greylock Partners 

Hugh F. Johnston 1 
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The Walt Disney Company 

Teri Llist 1
•3 

Former Executive Vice President and 
Chief Financial Officer, The Gap, Inc. 
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Catherine MacGregor 2·• 

Group Chief Executive Officer and 
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Mark A. L Mason 3 

Chief Financial Officer, Citigroup Inc. 

Sandra E. Peterson 2.3 
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Operating Partner, Clayton, Dubilier & 
Rice, LLC 

Penny S. Pritzker • 
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Emma N. Walmsley 2·• 
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Chairman and Chief Executive Officer Executive Vice President and Chief Financial Officer 

Judson B. Althoff 
Execut ive Vice President and CEO Microsoft Commercial 
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Kath leen T. Hogan 
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Investor Relations 
Investor Relations 

Takeshi Numoto 
Execut ive Vice President and Chief Market ing Officer 

Bradford l. Smith 
Vice Chair and President 

You can contact Microsoft Investor Relations by calling toll-free at (800) 285-7772 or outside the United States, ca ll (42S) 706-4400. We can be 
contacted between the hours of 9:00 a.m. to 5:00 p.m. Pacific Time to answer investment -oriented questions about Microsoft. 

For access to additional financial information, visit the Investor Relations website online at: www.microsoft.com/investor 

Our e-mail is msft@microsoft.com 

Our mailing address is: 

Investor Relations 
Microsoft Corporation 
One Microsoft Way 
Redmond, Washington 98052-6399 

Allf.ru!in9 the Annual Meeting 

The 2025 Annual Shareholders Meeting will be held as a virtual-only meeting. Any shareholder can join the Annual Meeting, while shareholders 
of record as of September 30 2025, wilt be able to vote and submit questions during the meeting 

Date: Friday, December 5, 2025 
Time: 8:30 a.m. Pacific Time 
Virtual Shareho lder Meeting: www.virtualshareholdermeeting.com/MSFT25 

Submit Your Question 

We invite you to submit any questions via the proxy voting site at www.p roxyvote.com. We wilt include as many of you r questions as possible 
during the Q&A session of the meeting and will provide answers to questions on the Microsoft Investor Relations website under the Annual 
Meeting page. 

Registered Shareholder Services 

Computershare, our transfer agent, can help you with a variety of shareholder related services including: 

• Change of address 

• Lost stock certific.ates 

• Tr;in~ff'f nf ~toclc tn ;mothf'f nPr<;nn 
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Download Center Proxy statement Investor Relations Site 

• Additional administrative services 

Computershare also administers a direct stock purchase plan and a dividend reinvestment program for the company. 

Contact Computershare directly to find out more about these services and p rograms at 800~285~7772, option 1, or visit online at: 
https://www.computershare.com/Microsoft 

You can e-mail the transfer agent at: web.queries@computershare.com 

You can also send mail to the transfer agent at 

Computershare 
P.O. Box 505000 
Louisville, KY 40233-5000 

Shareholders can sign up for electron ic alerts to access the annual report and proxy statement online. The service gets you the informat ion you 
need faster and also gives you the power and convenience of online proxy voting. To sign up for this free service, visit the Annual Report site on 
the Investor Relations website at: http://www.microsoft.com/investor/AnnualReports/default.aspx 

~ .~. and Governance (ESGJ&roorate Social Res~ 

Many of our shareholders are focused on the importance of the effective engagement and action on environmental, social, and governance 
topics. To meet the expectations of ou r stakeholders and to and maintain their trust, we are committed to conducting our business in ways that 
are principled, t ransparent, and accountable. From our CEO and Senior Leadership Team and throughout our organization, people at Microsoft 
are working to conduct our business in principled ways that make a significant positive impact on important global issues. Microsoft's Board of 
Directors provides insight, feedback, and oversight across a broad range of environmental and social matters. In particular, among the 
responsibilities of the Board's Environmental, Social, and Public Policy Committee is to review and provide guidance to the Board and 
management about the Company's poli cies and programs that relate to corporate social responsibil ity. 

For more about Microsoft's CSR commitments and performance, please visit www.microsoft.com/t ransparency. 
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